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A Banker's Diary 


Most people expected—and uae all bankers hoped—that the Bank of 
England Nationalization Act would have no very visible effects. The one 
tangible advantage, it seemed, mig sht lie in the statistical field. 

The Bank The “ Old Lady ” had long seeme .d to pride herself on a reputa- 

Makes tion for almost sphinx-like silence, and had never, in any 

History periodic or formal way, furnished information about her 

domestic affairs. The nationalization plan, however, provided 
for the publication of an annual “ report ’’, and since many Left Wing intel- 
lectuals, as well as non-political students of finance, have always regretted the 
dearth of information about the Bank, it was hoped that the new document 
would be really informative. The first report, which appeared shortly after 
the last issue of THE BANKER, is from this point of view disappointing. 

It makes history because it breaks the tradition of more than 250 years, 
and yet in form and content it firmly upholds the spirit of that tradition. On 
the finances of the Bank itself, nothing whatever is revealed. The “ accounts ”’ 
comprise nothing more than the statutory Bank return in its familiar weekly 
shape—but the statement has naturally had to be made up for the final day 
(February 28) of the Bank’s accounting year, which happe ened to fall on a 
Friday, two days after the date of the usual Bank return issued in that week. 
Apart from this solitary concession, the information about the Bank’s financial 
position is even more meagre than before, for the amount of its profits, which 
used to be disclosed at the half-yearly Courts, is now no longer revealed. 

On the Bank's internal activities, the only glimpses behind the curtain 
reveal facts which are mainly of formal significance. There is an analysis of 
the categories of public debt managed by the Bank, which reveals, incidentally, 
the interesting fact that while the nominal total of Government stocks and 
bonds rose by 108 per cent. in the eight years to February, 1947, the number 
of individual accounts rose during the same period by only 14 per cent.—from 
2,170,000 to 2,477,000. More significant, as an indication of the activity 
stimulate d in the gilt-edged market by Mr. Dalton’s che ap money drive, is the 
fact that the number of transfers registered during the year reached 640,000, 
in contrast with 476,000 in 1945-46. The only other novel information com- 
prises details of notes issued and paid in 1938-39 and recent years, and a 
continuation of the analysis of the circulation by denominations which was 
given in the final issue of the Bank’s Statistical Summary. 

But despite the slenderness of this new material, the report, produced in 
the best traditions of the Bank, extends to fourteen pages, of which six are 
devoted to a valuable summary of the changes in monetary relations of the 
United Kingdom with other countries, setting forth the essential terms of the 
various financial and payments agreements. In short, the Bank has presented 
attractively and in reasonable compass a good deal of information which will 
be appreciated by the student or banker overseas, but which will seem of little 
account to those who have access to first-hand sources in this country. Serious 
students of finance are bound to feel that an opportunity has been lost, for it 
surely cannot be true that to disclose any thing more than this from the Bank’s 
vast fund of financial information would impair the secrecy in which the 
Government feels obliged to surround its own operations. 
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ANOTHER draft on the American dollar credit, this time of £50 millions, was 
announced in the middle of last month. The interval since the previous 
drawing was thus a few days longer than on the three preceding 


Drawings occasions, but, on the other hand, the end-April drawing of 


on the £624 millions was the largest yet made, except for the initial 
Dollar sum taken last July. By mid-May, therefore, no less than 
Credits = £437} millions, or 46.7 per cent. ‘of the original total of £937} 


millions, had been drawn. The rate of exhaustion has, more- 
over, been sharply accelerated since the fuel crisis. In the first 44 months after 
the credit became available, the drawings totalled £150 millions (excluding 
the £50 millions drawn at the very end of 1946) whereas £287} millions has 
been needed in the subsequent 44 months. In the early period, the Canadian 
credit was being used up even faster than that from the United States, but the 
arrangements with Canada for the international use of sterling have had the 
effect of tending to equalize the strain upon the two sources of dollars, so that 
the rate of Britain’s drawings upon Ottawa has slackened to some extent. 
Even so, £10 millions was drawn on the Canadian credit in the fortnight to 
May 10, bringing total drawings up to £164 millions, or 52} per cent. of the 
amount originally available. Taking the two credits together, more than half 
has already been drawn—about £648 millions out of a total of £1,250 millions. 
At the recent rate of outgoings, the £600 millions which remain available would 
hardly last until the spring of next year. 


A PALL of doubt and uncertainty has fallen over the tariff negotiations in 
Geneva. It is due largely to the virtual deadlock which the negotiations 
between the the United States on the one hand and three 

The Tariff Dominions, Australia, New Zealand and South Africa, on the 
Negotia- other, have reached. The deadlock can be explained in terms 
tions of a single commodity—wool. When the tariff discussions 
between these various countries began, the United States 

delegates argued that it would be a very generous gesture on the part of their 
Government to bind, or stabilize, the existing tariff on imported raw wool. 
As this is one of the highest tariffs in the United States—about 70 per cent. 
ad valorem—and as many hopes of greater exports to the United States from 
Australia, New Zealand and South Africa had been based on the trade in wool, 
the effect of this opening gambit on the part of the Americans was depressing 
in the extreme. It seemed to indicate that the United States was again to 
give the familiar exhibition of combining admirable free trade precepts with 
high protective practice. The Dominions affected are those which have been 
putting up the stoutest fight for the retention of Empire preference, and the 
American move gave them all the required arguments for pleading that the 
structure of these preferences must remain intact. To show that the American 
initiative was not a mere bargaining move, news came from Washington. that 
the wool lobby was sponsoring legislation that would increase the import 
duties on wool by 50 per cent. At that point the situation in Geneva 
deteriorated sufficiently to cause Mr. William Clayton, head of the U.S. dele- 
gation, to return to Washington and Dr. Coombs, head of the Australian team, 
to take plane, first to London, where he saw Sir Stafford Cripps, and then to 
Canberra, where the whole attitude of Australia to the Geneva discussions 
and the International Trade Organization: proposals is now under review. 
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This emphasis on wool is not altogether misplaced, although it must not be 
ignored that some progress has been made in other tariff discussions. But wool 
is the touchstone of the United States’ readiness to challenge her own vested 
interests of protection in the cause of enlarging world trade. The issue will 
show whether that country has accepted her responsibilities as a great exporting 
and creditor power. If the American attitude on wool remains adamant, the 
time will have come to take a rather poor view of the I.T.O. prospects, on 
which so many hopes had been built. 


THE first loan operation of the International Bank for Reconstruction and 
Development is a $250 million loan to the Credit National, a semi-public 
French corporation created to assist in financing the recon- 
World Bank struction and development of the French economy. The loan, 
Loan which is guaranteed by the French Government, will carry 
to France interest at 3} per cent. plus a I per cent. guarantee commission. 
It will be repayable over 30 years in graduated annuities 
beginning in 1952. As will be the case with all World Bank loans, its proceeds 
can be spent anywhere, but the bulk will be spent in the United States on 
modernization of the French steel industry, purchases of freight cars, locomo- 
tives, cargo ships and barges, coal and oil imports and other materials essential 
to French industrial rehabilitation. The loan is for only one-half the amount 
requested by France, but Mr. McCloy, President of the Bank, has stated that 
the Bank will be prepared to consider an additional application from France 
later this year. This application will be considered in the light of the funds 
which the Bank will then have available for lending and of the progress made 
in carrying out the French economic recovery programme. Many other 
applications for loans are before the Bank. Heading the list are requests from 
the Netherlands, Denmark and Belgium. The loan to France is being financed 
from the Bank’s own capital resources. The stage is not yet set for an issue 
of the Bank’s bonds or of Bank guaranteed bonds in the open market in the 
United States. The decision of the Bank to make the loan to France at 3} 
per cent. is a lead to the bankers and issuing houses with whom the problems 
of rating and terms attaching to the Bank’s bonds are being discussed. If that 
lead is accepted and the Bank charges as its standard guarantee commission the 
I per cent. charged to the French, the rate of 4} per cent. will be the lowest at 
which accommodation of this character will be available from the Bank. 

A change has been announced in the British executive directorship on the 
Bank. Sir James Grigg has resigned and his place has been taken by Mr. 
Gordon Munro, the U.K. Treasury representative in Washington. Mr. Munro 
will continue to represent the U.K. Treasury and his appointment is therefore 
another illustration of the trend away from full-time executive directors. 


MEANWHILE, the Bank’s twin, the International Monetary Fund, has also just 
completed its first transactions, and, inevitably, U.S. dollars are the currency 
which has had to be provided. The Fund has sold $25 millions 

~And I.M.F.’sto France and $6 millions to the Netherlands, but the latter 
First Dollar country also acquired {1} million of sterling. In each case, 
Sales of course, the sales are made against delivery of local currency 
—francs and guilders respectively—to the Fund. These 

operations are designed to relieve current balance of payments difficulties 
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Announcing them, M. Gutt, the managing director, reaffirmed that the Fund 
can give aid only to relieve temporary pressures. 

Otherwise, the chief news from the Fund is that for nearly two months 
now it has been without a U.S. executive director. The departure of Dr, 
Harry White, sensational enough in itself, has gained in significance from the 
absence so far of anew appointment. The strongest rumours from Washington 
and New York suggested recently that, when an appointment was announced, 
it would be that of Mr. Eugene Black, the U.S. executive director of the Bank, 
The Wall Street interests, which had all along pleaded for an amalgamation 
of the Fund and Bank on grounds of economy, were pressing to have their 
nominee on the Bank’s board elected also to the board of the Fund. They 
have apparently failed to gain this point and the new appointment, when it is 
announced, will probably show that a member of the U.S. Treasury staff will 
hold the U.S. executive directorship, but will do so on a part-time basis. The 
efforts to fuse the two institutions have been watched with some apprehension 
in London and other capitals. The increasing control of Wall Street interests 
over the Bank was inevitable, given the fact that Wall Street will ultimately 
have to provide the resources with which the Bank will work. But to have 
had Wall Street invading the Fund as well, would have been an ominous 
development. The Fund is a policy institution and the less interference with 
its activities there is by commercial banking interests, the better. 


THE expansion in bank advances is accelerating again. The latest available 
clearing banks’ statement—for the April make-up—shows an increase on the 
month of no less than £32.8 millions which, with two exceptions, 


Bank is the biggest monthly movement ever recorded. Some com- 
Advances mentators have regarded this increase as a reversal of the 
Spurt seasonal trend, but it is rather a reversion to the pre-war 


pattern. Since the outbreak of war, it is true, advances had 
regularly declined in April, and as this experience persisted after the underlying 
secular trend turned upwards three years ago, there was perhaps some reason 
for supposing that the traditional pattern was changing. Of the nineteen 
years covered by the available statistics between the years, twelve showed an 
increase in advances in this month. 

Superficially, the bumper advances which this year seem to re-establish the 
traditional seasonal pattern might be regarded as a heartening sign of a retum 
towards normality. It is questionable, however, whether any such conclusion 
is justified. In the first place, the month’s increase was concentrated upon 
only two banks; Barclays and the National Provincial were together respon- 
sible for fully two-thirds of the total increase. Secondly, this year it is obviously 
impossible to separate seasonal influences from the after-effects of the fuel 
crisis. Recent production and employment figures do, indeed, suggest that 
industry is making a more rapid recovery from the disastrous experience of 
February than most people had expected. But there was evidence, even before 
the acute phase of the fuel crisis, that the lack of balance in industry resulting 
from shortages of materials and containers was significantly lengthening the 
period of production in many trades, with the result that stocks of partially 
completed work were piling up fast. It seems all too probable that this ten- 
dency has become even more marked since February, with a consequential 
increase in the demand for bank finance. 
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In such circumstances, current trends in the global total of advances are 
only a poor guide to the state of business. But, even if the recent large increase 
is attributable mainly to temporary dislocation in industry, there is no doubt 
that the longer-term tendency is still strongly upwards. 
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It will be seen from the accompanying table that “true ’”’ bank deposits 
have again increased—by {26.9 millions in April, compared with a rise of 
{32.5 millions in March—confirming that the decline in February, to which the 
Chancellor attached so much importance, was a purely temporary movement. 
The pace of expansion now is, of course, very much less than in 1946, when the 
cheap money policy was being pushed forward aggressively. But the banking 
position is still failing to reflect the effects of the closer approach towards 
equilibrium in the Budget, not to mention the substantial relief which the 
Treasury's domestic borrowing programme is now securing from the very 
heavy rate of drawings upon the dollar credits. Obviously, the public’s desire 
for liquidity continues ; though it is noteworthy that the gilt-edged market 
has lately shown a rather firmer undertone. 


THE real negotiations on Britain’s sterling debts can be said to have started 

with the speech which the Chancellor of the Exchequer made to the Brazilian 

Chamber of Commerce last month. The venue was purely 

Mr. Dalton fortuitous. Mr. Dalton used the occasion of this dinner to 

on speak plainly to all sterling creditors of Britain. This opening 

Scaling- broadside in the negotiations is of such importance that the 
Down Chancellor’s exact words merit quotation in full: 

“T am now going to ask the people of Brazil not to forget 
that, as a result of the war, the people of this country, who were fighting 
in the war longer than any others against the common enemy, now find 
chalked up against them in the ledgers, war debts nominally amounting 
to more than £3,000 millions. These are our fruits of victory ; these vast 
debts nominally owed by us to those who fought with us in the great 
inter-allied effort. This vast accumulation of debt represents an unreal, 
unjust and unsupportable burden. If Lend-Lease and Mutual Aid had 
been applied among all members of the Grand Alliance as they were 
applied between the United States and the British Commonwealth, by 
far the greater part of these debts would never have been charged up 
against us. Sooner or later—and it would be better sooner than later— 
this mass must be very substantially scaled down. Britain is strong, but 
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one sign of her strength must be refusal to take on fantastic commitments 
which are beyond her strength and beyond all limits of good sense and 
fair play. Nor could I, as the British Chancellor of the Exchequer, support 
financial arrangements which would mean that, for years and generations 
to come, this little island, which led the fight for freedom, would, through 
this peculiar war-time accountancy, carry a crushing load, which even the 
defeated enemies of freedom—Germans, Japanese and the rest—would 
escape. 

Two countries, India and Egypt, have commented semi-officially on the speech 

and in each case it has been to reiterate the demand for payment of their 

sterling claims in full. 


AN important change is about to be made in the status of deposits in the 
Trustee and Post Office Savings Banks. The Chancellor, in the Budget speech, 
dismissed as a “‘ small technical point ”’ a proposal to “ put the 

Subsidy backing of the Consolidated Fund behind the deposits of the 

for Savings Banks’”’. But the Budget Resolutions and the Finance 
Small Bill revealed that this so-called technical detail is in fact a 
Savers plan to subsidize the savings depositors. Under the Finance 
Bill, the Treasury is empowered to make payments out of the 
Consolidated Fund direct to the Post Office Savings Bank Fund and to the 
Fund for the Banks for Savings, as well as to defray the expenses of the in- 
spection committee for the banks and certain expenses of the National Debt 
Commissioners. The Chancellor, having categorically reaffirmed that he does 
not intend to alter the interest allowance of 2} per cent. on Savings Bank 
deposits, is now in fact giving a legal Government guarantee to support his 
promise. 

An article on page 165 this month concludes an original and authoritative 
survey of the evolution of these Banks. Readers who have followed Mr. 
Cogman’s account will perhaps be in no doubt that the virtual assimilation of 
the savings banks into the system of central Governmental finance was bound 
to happen eventually. For many years, the security behind the banks has 
in fact been the credit of the State itself. In one sense, it is true, the legal 
recognition of the de facto position can be regarded as only a technical matter ; 
but it has been occasioned by the hard practical fact that the cheaper money 
policy is making such inroads into the earnings of the banks that, without 
State aid, they would shortly be unable to fulfil the Chancellor’s intention to 
maintain the traditional rate of interest. The authorities, in short, are begin- 
ning to experience the embarrassments which are troubling institutional 
investors in general; but whereas private investors must keep the rates they 
pay in alignment with those they earn, the Government proposes that the 
Savings Banks shall maintain their allowances while receiving an Exchequer 
subsidy to finance any deficiency. To avoid loss after providing for overhead 
and management expenses, the Post Office Savings Banks need to earn 2} 
per cent. on their funds, while the Trustee Savings Banks need an earning 
rate of 2} per cent.—obviously higher rates than can be secured from newly- 
invested funds. Hence the Financial Secretary to the Treasury has admitted 
that, ‘if the cheap money policy progresses well’’, the Savings Banks will 
inevitably face a small loss, which the taxpayer will make good. 
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July Fifteenth—and All That 


Ac July the Fifteenth approaches, a confused babel of voices greets its 








coming. This discordant chorus reveals many and contradictory answers 

to three questions which in themselves summarize all the important issues 
involved and symbolized in this fateful date. They are, first, ‘‘ What sterling 
becomes convertible, or expendable, next month? ” Secondly, ‘‘ What changes 
in the sterling area arrangements will the new regime require ?’”’ And, thirdly, 
“What will be the cost of convertibility in terms of the drain on our hard 
currency reserves ?’”’ Another way of putting the third question is to ask 
“What effect, if any, will the new status of sterling have on the British balance 
of current payments ? ”’ 

Before those three basic questions are considered it would be well to get 
the record straight, and quote the relevant clauses of the Anglo-American 
financial agreement and of the Final Act of the Bretton Woods conference, 
which govern the issue. It would also be useful in interpreting the former 
clauses to explain briefly why the Americans should have wished to introduce 
into the loan agreement a clause dealing with the free expendability of sterling. 
The reason is fairly obvious, and will, in itself, give a valuable clue to the 
implications of the relevant clauses of the agreement. The Americans disliked 
and suspected the discriminatory twist that had been given to the mechanism 
of the sterling area arrangements during the war. They appreciated that this 
twist had been a necessary weapon of defence. It must have been explained 
to them that these defences were necessitated, in part, by their own neutrality 
and cash-and-carry legislation ; that dollars being as scarce as they were to 
the Commonwealth countries before, and even after, the passage of Lend- 
Lease, some pooling of their gold and hard currency earnings was inevitable ; 
that a strict control of exchange had therefore to be drawn around the sterling 
area; that these countries had to agree to restrict their normal purchases 
from hard currency countries in order to make possible their abnormal but 
essential purchases from them; that the finance of the war effort required that 
sterling be allowed to move without hindrance within the sterling area countries. 
All this was understood and appreciated. But what the Americans feared 
was that in this, as in other things, /’appétit vient en mangeant and that the 
discriminatory operation of the sterling area might become a permanent part 
of the exchange mechanism of the world. Admittedly, Great Britain had 
signed the Bretton Woods agreement ; but if, under the transitional clauses of 
that agreement, there might be a five-year inaugural period during which 
discrimination was practised, who could say how hard the habits acquired 
during the war and these five peace years might set ? To an exhausted Britain 
there would be great attraction in the arrangements which had done such trojan 
service during the war in financing the huge external expenditure of Britain 
in sterling area countries. Would there not be great temptation to try to 
perpetuate a mechanism which had enabled Britain with such ease and auto- 
maticity to extract from the other countries of the sterling area—for the cause 
of waging war, it is true—a stream of supplies and services far vaster than that 
which Britain could export to them ? 

The Americans, therefore, argued that since they were providing fresh 
dollars to ease the situation that had called for these defensive devices, they 
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were entitled to ask that the defences be taken down, that the sterling area 
arrangements return to what they had been before the war and that any 
element of discrimination against the trade of the United States that was 
inherent in the war-time shape of these arrangements be eradicated. Hence the 
requirement in the agreement of December, 1945, that within a year of its 
ratification the two Governments “ will impose no restrictions on payments 
and transfers for current transactions ’’; hence, the further requirement that 





















































any sterling balances released or otherwise available for current payments 
will, not later than one year after the effective date of this agreement . . . be 
freely available for current transactions in any currency area without dis- I 
crimination ” ; hence, finally, the demand that “ any discrimination arising Q 
from the so-called sterling area dollar pool will be entirely removed and that I 
each member of the sterling area will have its current sterling and dollar q 
receipts at its free disposition for current payments anywhere ” t 
te 

WHAT STERLING IS CONVERTIBLE ? cl 

it will be seen that in every relevant clause of the Anglo-American financial Se 
agreement the reference to free availability or expendability is to “ current 5 
sterling ” and “ for current purposes ’’. The agreement leaves the definition a 
of “‘ current sterling ”’ to article 19, section (i), of the articles of agreement of to 
1e International Monetary Fund, which reads as follows : th 

‘““ Payments for current transactions means payments which are not for in 
he purpose of transferring capital, and includes, without limitation : on 

“(r) All payments due in connection with foreign trade, other current cu 
business, including services, and normal short-term banking and credit ste 
facilities. an 

‘““(2) Payments due as interest on loans and as net income from other th 
investments. In 

(3) Payments of moderate amounts for amortization of loans or for ha 
depreciation of direct investments. chi 

‘(4) Moderate remittances for family living expenses ’ 

The difficulty of interpretation, however, is likely to arise not so much her 
from deciding what is current sterling but what are the “ current purposes” cla 
for which sterling is to be made freely available. The above definition and con 
clauses make it quite clear that it is the whole of the current payments due cou 
by Britain after July 15 plus any releases from accumulated sterling balances agr 
that will have to be made freely available for expenditure in any currency area our: 
in the world. But what limitations can or will be placed on the right of non- Pro) 
residents to convert or transfer their current sterling ? This raises two sub- The 
sidiary questions : how far will the British authorities be able to question the acqi 
purposes for which non-residents wish to withdraw their sterling ; and what con' 
assurances can there be that conversion of current sterling is not quantitatively ster: 
abused over part of the year so that the converter becomes short of current ma 
sterling to pay for current requirements later in the year ? und 

The first is the more important and more pregnant with threat of friction adm 
and disagreement. It has already been suggested in Governmental quarters open 

-though the spokesman was not speaking for the Treasury or the Bank 0 7 
cerns 





England—that all use of currently acquired sterling would be scrutinized and 
that no such use would be allowed until the overseas country by which it wa 
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held had exhausted every other foreign exchange reserve. The theory of this 
interpretation would be that a country which used currently acquired sterling 
to finance purchases in, say, the United States, while still having some U.S. 
dollars at its disposal would, in effect, merely be converting sterling into 
dollars to maintain or even strengthen its dollar reserves, i.e. not for a current 
but for a capital purpose. But a few moments’ thoughts will surely suffice to 
convince any one with an appreciation of finance, of the standing of sterling 
and of the importance of London as an international financial centre, that any 
attempt to refine the interpretation of Britain’s July 15 commitment in this 
manner would be disastrous. There are obvious cases in which justifiable 
objection could be taken to the conversion of currently acquired sterling. 
If Argentina—to take a purely hypothetical case—having accumulated £50 
millions of post-July 15 sterling were suddenly to decide that she would like 
to change this into gold via a conversion into dollars, exception could be taken 
to the operation by the British authorities, who could plead that this was a 
clear case of a capital transaction and one of such magnitude as to place a 
severe strain on the international exchange mechanism. But as soon as one 
gets away from such clear-cut cases the line of demarcation between capital 
and current transactions becomes for this purpose so hazy that most attempts 
to define it by unilateral interpretation and by sifting every transaction through 
the British exchange control authorities would cause endless friction and 
irreparable damage to sterling. If it became apparent that Britain was intent 
on using every possible device to limit the expendability or conversion of 
currently acquired sterling, every country would see to it that no current 
sterling was in fact accumulated by it. This it would achieve either by so 
arranging its current transactions with Great Britain, or else by ensuring 
that every receipt of current sterling was immediately withdrawn from Britain. 
In the end trade would cease to be transacted in sterling and Britain would 
have lost one of its most valuable remaining assets, the banking and mer- 
chanting services it still renders to the rest of the world. 

If Great Britain were to find the July 15 commitments obviously beyond 
her financial strength it would be far more honest to invoke the renegotiation 
clause in the Anglo-American agreement and have the free expendability 
commitments either eradicated or postponed for another year. The other 
course of trying to seek every shady lawyer’s loophole in the wording of the 
agreement in order to defeat the spirit of the agreement would be damaging to 
ourselves as well as dishonourable, and it is surprising that the thesis has been 
propounded and supported in financial and political quarters in this country. 
The clear intention of the Anglo-American agreement was to make currently 
acquired sterling available to meet current expenditure, barring from this 
convertibility clear-cut capital transactions but ensuring that any one holding 
sterling as a result of trade with Britain would be able to spend that sterling 
in any part of the world. That was the spirit in which the agreement was 
understood and signed. If the burden is found too great, the fact should be 
admitted openly and the necessary new arrangements should be equally 
openly negotiated. 

The second aspect of this question, “ What sterling is convertible? ’’ con- 
tems the assurance that should be obtained regarding the maintenance in 
current sterling of resources sufficient to enable current payments to Britain 
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to be met. Though the whole of the proceeds of current sales of goods and 
services to Britain will be expendable, they must, in the first place, be ear- 
marked for paying the cost of Britain’s sales of goods and services to the 
countries concerned. The problem acquires considerable importance from 
the fact that there will be many countries trading with Britain, whose currencies 
will not be similarly convertible or expendable. If the sterling proceeds of 
British imports become wholly convertible while a large part of the proceeds 
of British exports are paid in inconvertible currencies, an untenable situation 
will arise. It is partly in anticipation of this situation that the British Govern- 
ment has been negotiating its monetary and payments agreements with foreign 
countries. These agreements provide that the trade between Britain and those 
countries is either transacted in sterling or is financed by arrangements which 
impose on each central bank the reciprocal duty to hold the currency of 
the other up to a strictly limited amount, any surplus beyond this amount 
being automatically convertible into gold. In this way, mechanism is 
provided by which the possibilities of holding inconvertible currency are 
avoided. Current earnings of sterling are in effect earmarked in the first 
instance for meeting current sterling obligations and only the balances either 
way become convertible or transferable. 

This problem has hitherto been tackled only in Britain’s relations with 
foreign countries. It remains to apply some equivalent mechanism to the 
current earnings of sterling area countries when these are deprived of the 
facilities they now enjoy of drawing on accumulated sterling balances to settle 
current obligations. Where trade between Britain and these countries is 
highly seasonal, it may well happen that over a certain part of the year they 
may accumulate appreciable current sterling balances and that if they over- 
spend these in other currency areas they may find themselves short of sterling 
at a later period. Any such position will have to be met by requiring the 
country in question to acquire current sterling by remitting gold or foreign 
exchange or by drawing on its facilities with the International Monetary 
Fund. The position could otherwise be adjusted by additional exports to 
Britain or by curtailing imports from Britain. But what must be ensured is 
that no such abuse of convertibility is ultimately remedied by additional 
releases of any accumulated sterling that may be held by the culprit. To 
yield on this front would be to encourage further abuses of the rights of con- 
vertibility by other countries holding accumulated sterling balances. 


STERLING AREA ARRANGEMENTS 

It is clear, therefore, that an integral part of the preparations for meeting 
the July 15 commitments must be the funding of accumulated sterling balances. 
Arrangements to that end were begun with an inter-central bank and unpub- 
lished agreement with Portugal in 1946. Later there followed the agreement 
with Argentina, limited to four years, establishing the } per cent. rate as the 
appropriate interest for the outstanding balances, providing for release of 
accumulated balances at a rate of about 4 per cent. per annum, and finally 
blundering into an error of principle in envisaging supplemental releases of 
old sterling for the specific purpose of meeting current Argentine debts to the 
sterling area. This funding agreement, errors and all, has now been set at 
nought by the railway deal which will require rather more sterling than Argen- 
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tina has accumulated. This agreement, therefore, sets no precedents for those 
that have yet to be made. Negotiations with other non-sterling area holders of 
accumulated sterling balances have recently been making good progress. Those 
with Brazil and Uruguay are at the time of writing under way. An agreement 
with Norway has been completed. Arrangements have been made for tying up 
the modest balances accumulated by Spain and Italy. The problem does not 
arise with other non-sterling countries which, for the most part, have no 
appreciable accumulated sterling and whose current balances with Britain are 
either in favour of this country or, if unfavourable, as in the case of the United 
States and Canada, are duly taken care of for the time being by the dollar 
credits. 

But this leaves the piéce de résistance yet to be tackled, namely, the arrange- 
ments to be made with the sterling area countries. Of these highly contro- 
versial proceedings all that can be said with certainty is, first, that by hook 
or by crook some arrangements must be made between now and July 15 for 
differentiating those countries’ accruals of current sterling from their accumu- 
lated balances to which the rights of convertibility or expendability will not 
apply, and, secondly, that no single and set pattern can be applied to these 
arrangements. The impelling need to reach some agreement by July 15, 
together with the obvious mutuality of the interests of both debtor and 
creditors, will be the best solvents of the difficulties that will surely be encoun- 
tered in negotiating with the sterling area creditors. The question of scaling 
down these debts, which the Chancellor of the Exchequer drew into the lime- 
light with such candour of utterance last month, is bound to introduce heat 
if not venom into the discussions, for the outspokenness of the debtor has 
demanded equal vehemence and intransigeance from the largest and most 
dificult creditors, India and Egypt. 

Before this particular battle is joined it would be well to emphasize two 
relevant points. The first is that these accumulated balances represent in 
most cases the whole of the external reserve of the creditor countries and that 
any unilateral blocking would cause havoc to the mechanism for financing 
their trade not merely with Britain but with the whole world. That is a point 
which should be kept in mind by those who indulge so lightheartedly in tough 
talk of “‘ blocking ” the balances if the creditors will not come to our terms. 
We may have to block if no agreements can be reached before July 15, but we 
should realize that this would be a move that would literally hurt us as much 
as it would hurt the others and that its threat to the continued functioning of 
any sterling area system at all would be potent indeed. 

The next point that should be emphasized is that partial cancellation of 
these sterling debts, however valid and compelling the moral and economic 
case for it, would by itself be a poor means of achieving equitable distribution 
of the financial burden of the war. If this were to be the only way of sharing 
the burden, a country like South Africa, for example, would escape scot-free 
because that Dominion had chosen to accumulate its balance of payments 
surplus in gold and not in sterling. An overall cut which would treat alike 
debts arising out of the supply of goods of which the prices might have been 
controlled by ourselves, and a debt arising mainly out of military expenditure 
heavily swollen by inflation in the countries in which it was incurred, would 
also offend against every canon of equity. 








150 < THE BANKER 





For the reasons which have just been mentioned and for many others, the 
new sterling area arrangements will have to be approached according to the 
circumstances of each case. It has already been found that all sterling area 
countries cannot be treated alike in such matters as their access to the sterling 
area dollar pool. Some are still given the right to acquire dollars automatically 
for all imports licensed by them. They are still on their honour and they will 
probably continue thus, being expected to exercise reasonable restraint in 
licensing imports from hard currency countries. Others have had to be put 
on a ration and this may well have to be the way in which certain countries 
in the sterling area will be treated, their access to hard currencies being limited 
to their current sterling surpluses, if any, plus a yearly quota from their accumu- 
lated balances. 

The wide differences in the distribution of those balances provide another 
reason why a uniform solution of the problem of funding cannot be achieved. 
Where the balances are concentrated in comparatively few large holdings, the 
largest being of official character, the problems involved can be solved with 
comparative ease. Partial cancellation, if it is agreed upon, can in these con- 
ditions be put into effect with a minimum of friction and of fiscal complications 
in the creditor country ; the bookkeeping problem of segregating accumulated 
from new sterling offers no terrors where the bulk of this sterling is held in an 
official account. But where the balances are widely scattered, as for example 
in the case of Eire, it will obviously be impossible to draw a line through every 
account. The problem will have to be tackled by an agreement between the 
two Governments, the creditor agreeing to maintain sterling balances up toa 
given medium, which might decrease year by year as accumulated balances 
were released. The onus of seeing that individuals maintained their sterling 
resources at the required level would then lie with the creditor Government, 
which would have to ensure that the required global minimum balance was 
maintained by the appropriate licensing of imports and exports and, if neces- 
sary, by imposing control on capital movements between its country and Great 
Britain. It should be realized that in certain cases the honouring of arrange- 
ments between Britain and sterling area countries after July 15 may, for the 
first time, require some control over capital movements within the sterling 
area. 

Cost OF CONVERTIBILITY 

What will the new status of sterling cost Britain? The question cannot 
be answered with any precision. The cost will depend on the success of the 
British export programme. Countries which acquire current sterling will be 
free to spend it where they like. They will spend it in Britain if British goods 
are available on competitive terms. They will spend it elsewhere if the goods 
are available on more favourable terms elsewhere. The cost of convertibility, 
therefore, will be determined by the state of the British balance of current 
payments. This balance will henceforth be largely deprived of the protection 
provided by the discriminatory operation of the sterling area arrangements. 
Some countries, like New Zealand, may continue to apply the principle of 
voluntary selection of imports and to such ‘‘ discrimination ’’ no International 
Trade Organization will be able to say “nay”. But by and large the extent 
to which overseas countries will buy in Britain will be determined not by the 
fact that they happen to hold sterling, but by the competitive qualities of 
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British goods. For this reason no exact estimate of the cost of convertibility 
can be made. But the experience of the recent past should provide a rough 
guide on this all-important question. 

An attempt is made in the following table to see what convertibility would 
have cost Britain in 1946 on the basis of current visible trade figures. The 
figures do not tell anything like the full story because they exclude invisible 
items. By ignoring these, however, the picture is likely to be drawn in con- 
siderably darker colours than reality will actually provide. On invisible 
account Britain is still a considerable creditor—ignoring Government overseas 
expenditure which is largely sterling area expenditure and which is specifically 

cluded by the Anglo-American financial agreement from the convertibility 


TRADE DEFICITS OF THE U.K. IN 1946 IN £ MILLIONS 
Low Convertibility High Convertibility 
British Countries Potential Potential 
Australia a os me 12.5 
New Zealand cs ae } 
Ceylon .. 7 x aya 2 
West Indies ‘6 , 2.0 
British Guiana .. eae 2.0 
Malaya and F.M.S ad 6.0 
Northern Rhodesia 6.8% 
West Africa I 


8 


> 
> 


Europe 
Finlaad 
Sweden ; es its 
Spain and Spanish currency area 
Italy 


South Amevica 
Peru 
Chile 
Brazil 
Uruguay 
Bolivia oa ib ; 
Argentina 3 és - 40.4 
Paraguay 
46.4 


Total si re 185.2 


provisions. The figures set out below show the countries, or rather the currency 
areas, with which Britain had a visible trade deficit in 1946. Excluded from 
the list is the U.S. and Canadian dollar area, with which the deficit will be 
covered by the dollar credits. The list of countries is divided into two groups, 
the first showing deficits which for reasons to be explained need cause no undue 
concern, and the second those which hold the definite threat of convertibility. 

The distinction between countries and currency areas is important. Britain’s 
considerable deficits with the Belgian and Dutch colonies, for example, are more 
than offset by surpluses with the respective home countries, Belgium and 
the Netherlands. Since the payments or monetary agreements cover the 
currency areas, it is the global figures that matter and for the purpose of these 
calculations, these countries may be ignored, since British trade with these 
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currency areas as a whole showed a surplus last year. Of the countries with 
which deficits were incurred last year, the colonial territories whose import 
and exchange control are largely determined from London, are, for that reason, 
placed in the “low convertibility potential’”’ group. Australia and New 
Zealand are treated similarly because those two Dominions can be relied upon 
to govern their call on the hard currency resources of Britain with the same 
self restraint as they have exhibited since 1939. Ceylon shows a substantial 
surplus in her trade with Britain, which, however, may in part be offset against 
the deficit shown by India in her current payments with Britain last year. As 
regards European countries, arrangements have already been made by which 
the Spanish currency area, the largest current creditor in 1946, will be prepared 
to hold in sterling the surplus of sterling trade in the coming year. There is a 
possibility that similar arrangements will be made with the Scandinavian 
countries, if they run surpluses in their transactions with Britain. In the 
South American group, the largest creditor on current account is Argentina, 
but her surplus for at least a year will be required to build up accumulated 
sterling assets to the figure required to pay for the railway deal. After sub- 
traction of these relatively ‘‘ safe’’ surpluses, the remainder is seen to be 
comparatively ‘‘ small beer’’. There is, therefore, statistical substance for the 
prevailing theory that convertibility of currently earned sterling will not be 
very costly. 

To this sum, however, should be added part of whatever proportion of the 
accumulated sterling balances may be released year by year. In some measure 
these releases will be used to pay for imports from Britain. But it would be 
wise to assume that part will be spent in other currency areas, and especially 
in the U.S. dollar area. If the hint of the Anglo-American financial agreement 
is to be accepted, the releases from accumulated sterling balances should amount 
to £43,750,000 a year, say 75 years’ repayment of the sum to be funded. It 
might be wise to assume that one half of these releases would be used to finance 
expenditure outside the sterling area. Even so, the cost of convertibility in 
terms of 1946 figures would be of the order of only around £75 millions. But 
it cannot be stressed with sufficient emphasis that the 1946 figures may have 
very little bearing on the problem. From July 15 onward Britain will have 
to be on her mettle. The cost of convertibility will be what her capacity for 
exports and her readiness to forgo domestic consumption make it. The old 
veteran (to recall Lord Keynes’ last House of Lords speech) will have to 
emerge from the sheltered atmosphere of war-time sterling area arrangements ; 
he will have to stand the draughts of open competition, and it is not by all 
the medals on his chest that he will avoid getting a sore throat. It will be 
no sudden and dangerous transition. For many months that state of affairs 
has been anticipated. The rights of convertibility have been granted to one 
country after another and the experience gained so far should not lead one to 
fear unduly the further extension of those rights that is about to be made. But, 
let it be added, the prospect makes it more than ever necessary that this 
country should, without further ado, find her balance, raise her productivity 
and, even at the cost of some unpleasantly masterful administration, learn to 
cut her coat according to the available length of her cloth. If convertibility 
of sterling helps to propel Britain along this road, it will, apart from any other 
considerations, have achieved great good. 
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Canada’s Unrequited Exports 
By C. G. Tether 


ECENT developments in Canada’s finances are being watched with close 
R interest on both sides of the Atlantic. The position was spot-lighted last 

month by Sir Wilfrid Eady’s trip to Ottawa,and Mr. Graham Towers’ 
very prompt return visit to London. Agreements reached with Canada during 
the past six months had already made currently-accruing sterling transferable 
between Canada, American account countries, Argentina and the Belgian, 
Dutch and Portuguese monetary areas, so that the recent series of talks between 
British and Canadian Treasury and central bank officials were plainly concerned 
with something of more far-reaching importance than the machinery to imple- 
ment the sterling convertibility clauses of the Washington Loan Agreement on 
July 15 next. Those who dwell on this side of the Atlantic are apt to suppose 
that all that is needed to ensure a satisfactory solution of the world’s exchange 
troubles is a more complete understanding in the Western hemisphere of the 
fundamental causes of the “dollar famine’. If only, it is widely argued, 
Western hemisphere countries would realize that it is in their own interest to 
lend, lease or give dollars away during the next few years, the war-shattered 
Eastern hemisphere countries could get on with the job of rehabilitating their 
industries unhampered by the need to establish equilibrium in their current 
payments. 

But a large volume of “‘ unrequited exports ’’, as we in Britain are now 
learning, raises serious problems of its own for the supplying—that is, lending 
—countries. The most serious of these problems is the drain on foreign 
exchange resources which develops when a country buys for cash and sells on 
credit. The second problem is the increased pressure imposed upon the 
internal monetary situation when a large part of current production does not 
result in an equivalent supply of consumer goods. No country is more familiar 
with these phenomena than the Dominion of Canada. In 1946 she devoted a 
larger proportion of her output to unrequited exports than almost any country 
in the Western hemisphere. The question therefore is, how long can she 
hope to continue to furnish overseas countries with goods on loans or credits ? 
The answer to this question is of vital importance to Britain because our own 
ability to avoid an exchange crisis in 1948 must to a large extent depend upon 
whether or not Canada is prepared to extend a new loan to Britain to finance 
at least a proportion of our food purchases in the Dominion when the existing 
credit runs out, presumably around the close of this year. 

Fortunately for Britain, Canada, at the end of the war, quickly grasped 
the fact that the maintenance of the high standard of living established in the 
Dominion during the war years depended in the long run upon a world-wide 
expansion in trade on a multilateral basis. Canadian policy was therefore 
directed to assisting a recovery in world trade. It was realised that, during 
the post-war transition phase, countries whose economies had been disrupted 
by war would need credits to enable them to purchase raw materials and food 
until such time as their export industries had recovered. Substantial loans 
were therefore made to Britain, France and other European countries. It was 
also appreciated that, after the transition period, overseas countries would be 
able to continue to absorb Canadian produce to the extent desired only if they 
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were placed in a position to sell on a greatly increased scale in Canada. A 
special department was therefore set up to facilitate the development of the 
Canadian import trade. Resistance from home producers to the tariff reduc- 
tions which will ultimately be needed if foreign producers are to be allowed 
freer access to the Canadian market was fully expected. How far the Canadian 
Government is prepared to go in cutting tariffs has not yet been revealed, but 
the position should be clarified during the course of the international trade 
talks at present in progress in Geneva. 

It was understood from the outset that, in exporting to Europe on a large 
scale on credit during the post-war transition period, Canada was running 
some financial risk ; but the alternatives to a world-wide trade expansion on 
a multi-convertible currency basis were, from the Canadian point of view, so 
unpleasant that it was clearly in Canada’s interest to take some risk in the 
hope of bringing about the desired expansion. Poised as she is between the 
sterling and dollar currency areas, Canada probably has more to gain from the 
rapid development of multilateral trade than any other country. The alter- 
native would be a vast reorganization of her trade to establish harmony in 
payments with the separate currency areas, a development which could not 
fail to be accompanied by a general contraction in the volume of Canadian 
trade with a consequent lowering of the standard of living. Canada’s exports 
are now equivalent to no less than 28 per cent. of her national income, com- 
pared with only 8 per cent. for the United States. 

The drain on dollar reserves imposed by post-war developments in Canada’s 
balance of payments has probably been rather more severe than was expected 
at the outset. The traditional external payments’ problem of Canada—a 
heavy adverse balance of trade with dollar countries on the one hand and a 
large favourable balance of trade with the sterling area and Europe on the 
other—presented itself in a more acute form soon after the close of the war. 
During the war, Canada had maintained the pre-war practice of buying manu- 
factures largely in the United States, but the exchange problem had been 
fairly easily solved by using dollars accruing from three special sources—first, 
from large-scale American military activity in the Dominion, secondly from 
heavy U.S. purchases of Canadian raw materials and war goods, and thirdly 
from a substantial net inflow of American capital. By 1946, however, these 
sources were no longer producing dollars on the war-time scale. Exports to 
the U.S. dwindled from the 1945 level of $1,197 millions to $888 millions in 
1946, while the remainder of the U.S. forces were withdrawn. At the same 
time, the cost of American imports rose sharply, the total bill for 1946 being 
$1,405 millions, compared with $1,202 millions in 1945. The expansion was 
due in part to increased spending by Canadians on consumer goods and in part 
to the steep rise in U.S. prices from the middle of the year. In consequence 
the Canadian adverse balance of trade on current account with the United 
States rose in 1946 to the record figure of $603 millions ; before that, the biggest 
deficit was $437 millions, in 1929. 

It was impossible to cover this deficit wholly, or even largely, in the way 
in which it would have been covered before the war—by drawing on convertible 
exchange derived from trade with Europe. In 1946, Canada’s favourable 
trade balance with the non-dollar world amounted to $954 millions, but no 
less than $750 millions of this surplus was financed by Canada herself, by means 
of export credits and advances. By far the greater part of the heavy adverse 
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balance of trade with the United States had to be covered by drawing on 
accumulated reserves. The net drop in reserves of gold and U.S. dollars in 
1946 was $263 millions, the remainder of the current account deficit vis-a-vis 
the United States being financed by a net inflow of $103 millions of American 
capital. 

"he recent months it has been repeatedly suggested that the deterioration 
in the Canadian balance with the United States has been accentuated by 
the revaluation last July of the Canadian dollar, which previously had stood 
at a discount of about Io per cent., to parity with the U.S. dollar. This decision 
was prompted not so much by consideration of Canada’s international payments’ 
situation as by the desire to insulate her internal monetary situation to some 
extent from the contagious inflationary trends in other countries ; and there 
is no positive evidence that it has had any decisive influence upon Canada’s 
current external payments except in one or two minor senses. Exports from 
the Dominion to the United States do not appear to have been perceptibly 
discouraged ; indeed, receipts from them in the second half of the year totalled 
$492 millions—$g5 millions more than in the first half of the year. Similarly, 
despite the higher value of the Canadian dollar, the cost of imports from the 
United States did not rise extravagantly ; their expansion from $618 millions 
in the first half of 1946 to $787 millions in the second half was roughly in line 
with the increase in U.S. prices as between the two periods. 

It is hardly surprising, therefore, that the Canadian Finance Minister has 
recently discountenanced the argument that a reversal of the exchange revalu- 
ation of last July would end the drain upon Canada’s reserves of U.S. dollars. 
Dealing with the suggestion that such action would restrict the flow of U.S. 
goods into Canada, he pointed out that a large proportion of Canada’s imports 
from the United States consists of essentials, such as coal, petroleum and raw 
cotton, which, clearly, would not be affected at all. Moreover, in present condi- 
tions of shortages on the supply side, and unsatisfied consumer demand on the 
other, the effect upon the volume of other import items of a 10 per cent. increase 
in their cost would be very slight. The Finance Minister emphasized that 
even the sharp rise in U.S. prices since last July had not had the effect of 
discouraging purchases of American goods. His assertion that, in any period 
in which the Dominion is enjoying a high level of national production and high 
consumer incomes, heavy imports from the United States are certain, is plain 
common sense. 

The effect of last year’s dollar drain was to bring down Canada’s total 
gold and U.S. dollar reserve to $1,245 millions. At the 1946 rate of loss, the 
combined reserve could be made to last another four to five years, but Canada 
will not be prepared to run down her dollars on the recent scale for as long a 
period as that. In the first place, last year’s net loss would have been very 
much larger if there had not been a further net inflow of U.S. capital, whereas 
in any future year the net capital movement might easily be in the reverse 
direction. In the second place, if it should happen that Europe’s currency 
problems have eventually to be resolved on a bilateral currency basis, Canada 
would be faced with a very embarrassing and very rapid collapse of her receipts 
of convertible currency from Europe, and her U.S. dollar reserves would 
inevitably suffer heavy and increasing strain until such time as the new situation 
had been dealt with. 

Canada is hoping that her dollar losses will be ended in due course through 
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an expansion of her receipts in convertible exchange from third countries 
and more particularly from Britain. The only alternative ways of ending 
the dollar drain—an increase in exports to the United States or a reduction 
in purchases of U.S. consumer goods—do not provide easy or comfortable 
solutions of the problem. An increase in Canadian exports to the United 
States could be achieved only with considerable difficulty. Nearly one-half 
of Canada’s total production is agricultural ; and foodstuffs, timber and raw 
materials account for almost the whole of her exports. The market for such 
commodities in the United States is obviously limited. The other alternative— 
to reduce purchases of American goods—would, under present conditions, 
inevitably affect the Canadian standard of life adversely. Subsequently, it 
might be possible to expand purchases from countries with which Canada has 
a favourable balance of trade; but in the short-term little could be done in 
this direction because of the inadequacy, outside the United States, of supplies 
of the consumer goods which Canada needs. 

On paper, of course, Canada will be in a position to draw all the dollars she 
requires to meet her current account deficit with the United States from 
Britain—once Britain has ceased to cover her adverse trade balance with the 
Dominion by using up the Canadian credit. Canada’s current account surplus 
with the sterling area in 1946 was $650 millions, and if the whole of this could 
have been converted into U.S. dollars, Canada’s U.S. exchange resources 
would not have suffered any decline. But, clearly, such relief would be available 
only so long as Britain’s own reserves of U.S. dollars lasteu. If Britain 
exhausts the U.S. credit before her overseas payments’ position is established 
on a sound basis, she will be obliged, in the absence of new credits, to keep 
her current expenditure in the “hard” currency area, including Canada, 
within the limits of her hard currency earnings. In the event of such a decision, 
Canadian imports into Britain would be drastically reduced. 

In such circumstances, it is not easy to see where Canada could hope to 
sell her surplus wheat and other agricultural produce with any better hope of 
obtaining payment in U.S. dollars. It is therefore in Canada’s interest not to 
precipitate the exhaustion of Britain’s reserve of “ hard’”’ currencies, and for 
this reason it would not be surprising if the Dominion Government eventually 
agreed to permit Britain to finance a proportion of her Canadian purchases on 
a new credit when the existing line is exhausted. If a proportion of the pay- 
ments surplus with Britain could be converted into U.S. dollars, the decline 
in Canadian reserves might be brought within manageable proportions. Since 
both Britain and Canada have a big interest in multi-convertible exchange, 
they must in any case tend to co-operate, and even to pool resources, in finding 
a solution of the U.S. dollar problem. 

* 


The internal monetary situation in Canada during the past year has plainly 
reflected these external influences; but although the year has undoubtedly 
been one of monetary expansion, the extent to which inflationary pressures 
have been accentuated by the gap in the money structure left by a large volume 
of “‘ unrequited exports ” is not clear. The major factor in the price situation 
in Canada has unquestionably been the rising trend of American prices. As 
already noted, it was primarily to limit the repercussions upon the Canadian 
price structure of the steep increase in the cost of goods imported from the 
United States that the Canadian dollar was revalued last July. The Govem- 
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ment’s disinclination to make an early move to restrict imports of U.S. con- 
sumer goods in order to save U.S. dollars may also be attributed to a natural 
anxiety not to enlarge the money-goods gap. The national income in Canada 
is now running at re cord levels, thanks to the boom in exports, and the Govern- 
ment has wise chosen to budget for another surplus, of $350 millions, for the 
fiscal year ending in March, 1948. 

In her efforts to restrain inflationary pressures, Canada, during the past 
year, appears to have done considerably better than her southern neighbour, 
but rather worse than Britain. During 1946 wholesale prices increased by 
approximately 7} per cent., or by slightly more than Britain’s advance of 
5 per cent., but very much less than the increase of 31 per cent. in the United 
States. Early this year, however, the upward movement was tending to 
gather pace, Canada’s wholesale price index reaching 118.1 in February com- 
pared with 111.8 at the end of 1946. The cost-of- living index advanced from 
119 at the beginning of 1946 to 127.1 at the end. 

‘The general monetary expansion has been reflected in banking figures. 
Thus the active note circulation of the Bank of Canada was standing at $1,009 
millions at the close of February, 1947, against $952 millions a year earlier. 
The principal changes in the position of the chartered banks over the same 
period is summarized in the following table : 

CANADIAN CHARTERED BANKS 
Millions of Can. $ 
Govt. Canadian Foreign Security 
Cash Deposits Deposits Deposits Holdings Loans 


End-Feb., 1946 is 658 757 5,835 791 4,119 1,651 
1947 fa 623 440 6,211 864 4,264 1,925 


The decline in deposits held on behalf of public authorities has been more than 
offset by the growth in deposits of the Canadian public generally and of 
foreigners. But a considerable proportion of the increase in non-official 
deposits is represented by the sharp expansion in advances, presumably 
representing the demand from industry for finance for reconversion. The 
banks may also have provided a further volume of reconversion finance by 
absorbing the Government securities which industry sold to provide liquid 
resources. 

All in all, the figures suggest that Canada has enjoyed a considerable 
measure of success in restraining inflationary pressures, but a close eye will 
be kept upon the situation, and any further plans for credits to overseas 
countries will have to take into account the possible effect of unrequited 
exports upon the internal monetary situation. 

Generally, it is evident that Canada’s economic fate is very largely depen- 
dent upon the interplay of factors over which she has very little direct control. 
Thus, in the short run, the solution of the Dominion’s external payments’ 
problems is mainly dependent upon the release by the United States of a 
supply of dollars to make good the world-wide deficiency of U.S. exchange. 
In the long run, it hangs upon a world-wide trade expansion, such as the 
current 1.T.O. discussions in Geneva hope to achieve. The solution of internal 
monetary difficulties inevitably hinges in part upon a solution of the balance of 
payments’ problem and in part upon price developments in the United States. 
If American prices continue to rise, Canada will undoubtedly have great 
difficulty in avoiding a wages-prices’ spiral of her own. 
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The Case against Convertibility 
By Paul Einzig 


"Tow 93 of us who were opposed to the Bretton Woods Agreement based 





our opposition largely on the ground that the provision under which 

Britain could in effect be compelled at the end of five years to restore 
the convertibility of sterling involved grave risks. The American Loan 
Agreement, however, reduced the period before convertibility to twelve months, 
and this much shortened period expires on July 15. While it was arguable 
that there was a fair chance for Britain to achieve a reasonable degree of 
equilibrium within five years, nobody, when the loan agreement was signed, 
could seriously have expected that we should be more or less out of the wood 
in one year. Given the circumstances that prevailed on December 6, 1945, the 
undertaking to restore the convertibility of sterling twelve months after the 
ratification of the loan was an irresponsible leap in the dark. 

None of the apologists of the Loan Agreement pretended to believe that 
Britain’s progress towards normal conditions would conceivably be such as 
would enable her to afford to return to convertibility in such a short time. 
What they did believe was that it would be possible to bolster up the con- 
vertible pound by means of the proceeds of the American Loan. At that time 
it was seriously thought that the proceeds would suffice to cover Britain’s 
deficit on her balance of payments until 1950. In the light of recent develop. 
ments, it is now evident that this assumption was a piece of extreme wishful 
thinking. Most people are now convinced that the proceeds will be exhausted 
in 1948, even in the absence of any additional drain on our dollar resources 
through the return to convertibility. And some fear that this additional drain 
may be such as to exhaust them in a matter of months. 

Beyond doubt, this country’s prospects of achieving equilibrium in its 
balance of payments are now incomparably worse than they appeared to be 
at the end of 1945, and its foreign exchange position at the moment of its 
return to convertibility will be much weaker than was expected. A strong 
case can therefore be made for a postponement of the date of the change. 

Phi basic factor in the situation is the heavy payments deficit in relation 
to hard currency countries. Unless and until that deficit can be materially 
reduced, this country would be taking unwarrantable risks if it carried out its 
undertaking to restore the convertibility of its currency. The extent of 
the risk depends, of course, upon the probable amount of additional sterling 
that will become convertible on July 15, and upon the degree to which holders 
of such sterling are likely to avail themselves of their right to convert. It 1s 
widely argued that the additional amount will not be unduly large, and that 
in any case many holders will be content to retain their sterling. But is it so 
certain that, despite the disappointments of recent months, these arguments 
are not founded on that same wishful thinking which was so evident in 1945? 

Che assumption that the volume of convertible sterling will not be unduly 
large is based largely on the following arguments : 

I) Not all sterling will become freely convertible: only new sterling 
balances, representing the proceeds of current business, will be convertible, 
and only if their holders require hard currencies for current payments. 
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(2) While Britain’s trade with hard currency countries shows a large 
deficit, her trade with soft currency countries is fairly evenly balanced, so 
that these latter countries will not secure much convertible sterling. 

It is true that, apart from such portion of the old balances as is released 
for convertibility by special agreement, only newly-acquired sterling will 
qualify for conversion. Nothing has yet been officially revealed, however, 
about the amounts the Government may agree to release. Nor is it possible 
to estimate when and to what extent the proceeds of current exports to sterling 
area countries will become convertible. As for the fact that sterling will be 
convertible only for financing current payments, the significance of that 
limitation will depend upon its interpretation. If it means—as some think it 
ought to mean—that the countries holding new sterling are not entitled to 
claim its convertibility so long as they possess resources in, or convertible into, 
hard currencies, then the drain on our dollar resources is likely to be moderate. 
In that case, Britain’s creditors would have to spend their last dollars, and to 
exhaust their facilities to obtain dollars from the International Monetary 
Fund, before they could drain Britain’s own dwindling resources. If, however, 
all that is meant is simply that they will not be entitled to add to their existing 
hard currency reserve at Britain’s expense, then the limitation is of relatively 
little account. After all, every country at present needs dollars for current 
purchases. If holders of new sterling can ask for convertibility regardless of 
the state of their dollar reserves, they will be inclined to husband their own 
dollar resources so long as they can draw on ours. There is, however, a strong 
probability that this is the interpretation which is intended. But, in any case, 
owing to the threatening scarcity of dollars, many countries holding sterling 
would quickly exhaust their dollar resources and facilities. Incidentally, so 
long as I.M.F. member countries hold sterling convertible into dollars, they 
cannot claim the benefit of the much-vaunted “ scarce currency ”’ clause and 
so cannot secure the right to discriminate against American goods. 

The argument that the roughly balanced state of Britain’s trade with soft 
currency countries is likely to minimize the potential drain on her resources 
should at once suggest the need to look at the accounts in detail. Britain’s 
total trade may be balanced with the soft currency countries as a group, but 
her trade with individual soft currency countries shows large surpluses or 
deficits. The argument would be valid only if all soft currency countries 
constituted a currency-union, so that the export surpluses of some were 
automatically offset against the import surpluses of others, or if all soft 
currencies became convertible simultaneously with sterling.* 

This brings us to the question whether and to what extent convertibility 
will be based on the principle of reciprocity. Britain has concluded a number 
of monetary agreements based on that principle. It is not quite clear at the 
time of writing whether on July 15 only countries with which such agreements 
exist will benefit by the convertibility of sterling. Even if this were so it 
would not necessarily mean that Britain stands to gain as much as she might 
lose by returning to convertibility. The chances are that countries which 
are most ready to conclude such agreements with Britain would naturally 
tend to be those which expect to have an export surplus and a convertible 


_ *An editorial article on pages 145-52, although not specifically intended as a reply to Dr. 
Einzig, discusses fully this and a number of other points he raises.—Eb. 
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sterling balance. And even if agreements existed with all countries, there 
would be nothing to prevent some of them from taking advantage of the 
convertibility of sterling so long as they have an export surplus while denoun- 
cing the agreement as soon as their trade with Britain has turned adverse, 
From this point of view, a question of some importance is whether holders of 
sterling will be entitled to convert their balances as soon as they arise, or 
only any net sterling balance which remains after a certain period. Unless the 
latter formula is adopted it will be very easy to circumvent the principle of 
reciprocity. 

Altogether, no reassuring answer can be given to the question of the 
probable amount of convertible sterling which will accrue. Let us now consider 
the probable extent to which holders of such sterling are likely to avail them- 
selves of their right. This depends partly upon their requirements of hard 
currencies and partly upon their confidence in sterling. For the next few years 
the hard currency requirements of soft currency countries will be subject 
only to the physical limitations upon the supplies of goods which hard 
currency countries are in a position to deliver. It would be futile, however, 
to assume that the sterling balances will have to be left here simply because 
of the difficulties of securing goods in hard currency countries. The only hope 
of avoiding an excessive drain on Britain’s dollar resources lies in the willingness 
of foreign holders to accumulate and hold part of their foreign exchange 
reserves in the form of sterling in preference to dollars. They can do so by 
spending their dollar reserves, or the proceeds of dollar loans, instead of paying 
their dollar bills by converting their sterling into dollars. 

Doubtless many countries will want to hold sterling, whether as reserves 
or for trading purposes. The amount of these reserves will depend, however, 
on their confidence that sterling will remain permanently convertible. Under 
the American Loan Agreement, Britain is under obligation to re-establish full 
convertibility by July 15. But is she under any obligation to maintain that 
convertibility indefinitely ? Britain cannot achieve “the impossible, and if 
any such obligation were implied in the Agreement, it would become meaning- 
less if Britain exhausted the supply of dollars without which convertibility 
could not be sustained. Most people now believe that, unless Britain seeks and 
secures a second dollar loan, her dollar resources are bound to be depleted by 
some time next year. The prospects of maintaining convertibility—except on 
the belief that a high proportion of the creditors will not in fact exercise their 
right—are therefore practically identical with the prospects of concluding a 
second loan. This again depends on many considerations. Will the United 
States Administration and Congress be prepared to grant another loan ? Would 
the terms on which they might be willing to grant one be acceptable in London? 
At this stage, the whole question is nenenuatin. In the circumstances, 
some holders of sterling may prefer to play for safety. 

It would be most unwise, therefore, to assume that there is no likelihood of 
heavy withdrawals of dollars by holders of convertible sterling after July 15. 
Such withdrawals would make it necessary for Britain and America to face 
the problem of a second loan long before American opinion is ripe for it. The 
premature return of sterling to convertibility is likely to be the cause of endless 
trouble. It is hardly fanciful to suggest that economists of the future may 
refer to it in terms which most writers now apply to Britain’s return to the 
gold standard in 1925 
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Mr. Dalton’s Tax on Bonus Issues 


By Harold Wincott 


HE controversy surrounding bonus issues, which has just culminated in 
To: Dalton’s Budge ot proposal to tax such issues, has its origins in a mixture 

of ignorance and prejudice which does little credit to the City of London on 
the one hand or to the politicians and Civil Servants concerned on the other. 
It is, however, unjust to lay the whole of the blame for the present illogical 
and stupid position on Mr. Dalton’s shoulders. Mr. Dalton is culpable because, 
having found ignorance and prejudice already enthroned, he proceeded to 
capitalize these qualities in his new tax, instead of attempting to dispel them. 
But it was not Mr. Dalton who, during the long years of war, allowed anomaly 
after anomaly to pile up in the whole mechanism of new issue control. 

The crux of the matter, seen in retrospect, was a lack of confidence on the 
part of the authorities in the machine they had themselves created—the closed 
economy. It may be recalled that only once during the war years, in March, 
1940, did the Government resort to the previously orthodox method of issuing 
Government bonds, with the application lists open for a definite and limited 
period, and with the usual drum-banging in the Press and elsewhere to whip 
up the required and stated total of subscriptions within the stipulated period. 
Had that procedure been persisted in throughout the war years, there would 
have been some justification for measures to prevent other savings media 
from competing with Government loans. Even then there would, of course, 
have been no economic justification for such measures, for in a closed, war-time 
economy the Government commands all physical resources, rendering financial 
controls largely superfluous. But any Government may be forgiven, in war- 
time, for paying heed to the psychological and moral gains to be secured from 
a “successful ’’ loan flotation. 

With the abandonment of the open market issue technique, and with the 
substitution therefor of the “ tap’”’ loans, the lists for which remained open 
almost continuously, however, much of the need for vexatious and restrictive 
controls disappeared. All financial grist came to the Government’s mills— 
inthe long run. The Government could play the waiting game with complete 
equanimity, financing its requirements cheaply and safely through the banking 
system until such time as the lending public came to terms—the Government’s 
tems. But authority was loath to relinquish its grip over detail. With 
pitiful slowness and diffidence did the Treasury give permission to United 
Kingdom Corporation and Dominion Government borrowers with optionally 
redeemable loans bearing interest at 5 and 6 per cent. to convert them to a 
more modern rate of interest. Such operations “ would interfere with the 
financing of the war effort ’’’. Never was it possible to convince the control 
that it was the act of saving which mattered, and not the media in which the 
savings were invested ; that the saver who purchased the most speculative 
equity was not only as good a citizen as the subscriber to Government loans, 
but that by reducing the "yield on such equities he was in fact rendering Govern- 
ment loans relative ly more attractive. 

The fallacious nature of much of the war-time capital issues control policy 
was most clearly seen in the ban on new issues of capital by investment and 
unit trusts, and in the refusal to allow dealings on the recognized Stock 
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Exchanges in the securities of formerly privately controlled companies. (It 

















































was the latter refusal, of course, which led to the famous “ grey market ” in fin 
such securities, which, despite the official ban on public quotation, were iss 
regularly “‘ placed ’’, in unquoted form, among institutional and private inves- to 
tors, by issuing houses impatient of control.) It should have been clear to av 
the authorities that in such transactions only ‘“ old ’’’ securities were involved, bu 
and that a change in the ownership of such securities in no way affected the Ta: 
disposition of current physical resources—given the fact that the use of such mo 
resources was specifically controlled. per 

Viewed against this background of muddled thinking over other aspects in| 
of war-time capital issues control, the refusal to allow bonus issues, and the diffi- nor 
culties encountered over the ‘“‘element of bonus’ in issues to existing sharcholders, rect 
are hardly surprising. And it must be freely admitted that, if the authorities bea 
were suspicious of bonus issues and the “‘ element of bonus ”’, the attitude of The 
the Stock Exchange, of many investors, and much of the financial Press can be unit 
held to have confirmed the authorities in their suspicions. So far as the anx 
authorities ever explained or attempted to justify their actions, it is understood be s 
that they were opposed to bonus issues on the grounds that they encouraged rect 
market activity in the shares concerned. And market activity in securities cent 
other than gilt-edged was, as we have seen, frowned upon, however unjusti- Com 
fiably, as seducing the saver away from Government loans. “hig 

It is, alas, only too true that bonus issues dé excite the average investor, heat 
for the simple reason that they have for years been credited with exciting } 
characteristics which, however, exist only in the imagination. Some of the urge 
ripest clichés in financial journalism relate to such issues. If the Stock than 
Exchange and financial journalists persist in talking about “‘ cutting a melon”, hold 
is the average investor to be blamed if his mouth waters at the prospect ? If unde 
investors are urged to buy certain shares because of their “ bonus possibilities”, cent. 
are not the authorities entitled to their “I told you so’”’ ? If shares in com- of th 
panies formerly paying annual scrip bonuses in lieu of or in addition to cash comy 
dividends are known as “ sur-tax payers’ shares’ are non-expert Chancellors the ¢ 
so much to blame if they suspect that tax evasion is going on ? and ; 

Yet the truth of the matter is that bonus issues of themselves in no way Teaso: 
affect the investor in any essential. The melon belongs to the shareholders, the p 
bonus or no bonus. Its earning or dividend capacity remains quite unaffected Toba 
by the number of pieces of paper issued against it—are two pieces of paper | empk 
each receiving 5 per cent. more valuable than one receiving 10 per cent.’ | this a 
Moreover, a capital bonus “ freezes ’”’ otherwise free and distributable reserves — the m 
into a business with 100 per cent. efficiency and as no other agency cat § but tl 
Similarly, the so-called ‘‘ sur-tax payers’ share ’’—one which furnishes scrip J the cr 
bonuses regularly and is popularly supposed to facilitate tax “ evasion"— f  biguit 
ensures non-taxable cash, through the sale of the scrip, only at the cost ofa | “len 
reduction in the holder’s proportionate share of the equity. It is in facté | Vision: 
process of living on capital, a process which can be followed by any investot, f operat 
whether his company pays scrip bonuses or not. Similar arguments govern tht [have { 
‘element of bonus ’’’. A company belongs to its shareholders, and the “ elemett F severe 
of bonus” is given by shareholders to themselves, so that the extent of the f  suppo: 
element is immaterial to them. If a company wishes to increase its capita ] shares 
by £100,000, is it material whether it issues 200,000 shares at ros., or 50,00 fF to stan 
shares at £2, provided, of course, that existing shareholders furnish the cash’ to be j 
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All this being so, the question arises why Mr. Dalton, who is no stranger to 
finance, is taking the trouble to establish elaborate machinery to tax bonus 
issues and issues on bonus terms. In part, the tax on such issues may be held 
to be a necessary adjunct to the new Distributed Profits Tax : a company could 
avoid that tax by retaining earnings in the business and subsequently distri- 
buting them (free of tax except for income tax, in the absence of the Bonus 
Tax) in capitalized form. But without much doubt, the Chancellor’s major 
motive is political—to keep nominal capitals as low as possible, in order that 
percentage dividends may look “high”. There are many companies which 
in the past have fallen on difficult times and have drastically reduced their 
nominal capitals by reconstruction schemes. To-day, their fortunes have 
recovered, and “ high ” earnings are being shown on nominal capitals which 
bear no relationship to the real value of the assets now employed in the business. 
There is in such cases a natural reluctance to pay a dividend which to the 
winitiated looks “high”. In consequence, such companies are known to be 
anxious to issue bonus shares in order that both earnings and dividends may 
be scaled down to accord with the facts of the case. Now, however, such 
rectifications of nominal capital can be made only at the expense of a 10 per 
cent. ad valorem stamp duty. The cost, in most cases, is likely to be prohibitive. 
Company directors are more likely to continue paying dividends which look 
“high”, risking the odium that attaches to such payments, than to pay so 
heavy a cost as the price of avoiding ill-informed criticism. 

More subtle is the proposed tax on the “ element of bonus”. The Chancellor 
urges company directors to “‘ plough back ”’ profits into the business rather 
than to ‘‘ chuck them about ” (Mr. Dalton’s own elegant phrase) among share- 
holders. To encourage this trend, he has devised the Distributed Profits Tax, 
under which company profits are taxed, in addition to income tax, at 124 per 
cent., of which 74 per cent. is given back in the form of a rebate on that portion 
of the profits which is not distributed. It will be appreciated that the more 
company directors heed the Chancellor’s injunction, the greater will become 
the discrepancy between the real value of the assets employed in a business 
and a company’s nominal capital, and the greater will be the tendency for 
reasonable dividends to appear “‘ high’’. A prime example of the results of 
the process over a period of years is to be found in the accounts of Imperial 
Tobacco, where the nominal capital of £50 millions contrasts with a net capital 
employed in the business of {131.3 millions. The directors had hoped to rectify 
this anomalous state of affairs by issuing new {1 Ordinary shares well below 
the market price of the old. Their exact intentions are not, of course, known, 
but there has been talk of an issue of one new share at par for each two held— 
the current price of the existing shares is £7. There appears to be some am- 
biguity in the Finance Bill as to the method of levying the new impost on the 
“ element of bonus ”’, and its cost. But an interpretation of the relevant pro- 
Visions in accepted market terms puts the cost of the mooted Imperial Tobacco 
operation at between £5.6 and {7.5 millions—a sufficient deterrent, one would 
have thought, against proceeding with it. The cost will, of course, be less 
severe where the ‘‘ element of bonus ”’ is less extreme, and there is no reason to 
suppose that the new tax will stop companies raising new capital by issuing 
shares to existing shareholders as near the market price as the market is likely 
tostand. But Mr. Dalton has still to explain how a transaction formerly held 
to be immoral is made moral by paying a “‘ rake-off ” to the Exchequer. If 
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he really believes bonus issues to be a racket, it seems that the Chancellor js 
taking a leaf from the Chicago gangster’s book, and is now demanding “ pro. 
tection money ”’. 

One small variant of the tax on bonus issues may be mentioned as likely 
to be of particular interest to those connected with City financial institutions, 
Hitherto, companies with partly paid shares have been allowed to increase 
the amount paid-up on such shares by the capitalization of reserves. It is 
understood that such capitalizations—which are de facto if not de jure bonus 
issues—have been permitted on the grounds that the authorities had no power 
to interfere with existing contracts, of which the right to increase the amount 
paid-up on partly paid shares was held to be one. As a result, it has been by 
no means uncommon in recent vears for insurance companies, discount houses, 
etc., which in the nature of their business have found it convenient and desirable 
to raise capital in the form of partly-paid shares, to increase the amount 
paid-up on such shares by capitalizing reserves. Section 49 of the Finance 
Bill would, however, seem to render such operations liable in the future to the 
10 per cent. duty. It has admittedly always seemed illogical to ban the 
“ straight ’’ bonus issue, while allowing the amounts paid up on partly-paid 
shares to be increased by the capitalization of reserves. Mr. Dalton, however, 
has rationalized the situation by the usual process of levelling down, of pro- 
viding fair shares of misery even in the matter of bonus issues ! 

It is ironical, in reviewing this question of bonus shares, to recall that it 
was only in 1945 that the Cohen Committee on Company Law Amendment 
examined the desirability of introducing the no par value share into the 
British company structure. The Committee found a good deal in favour of 
such shares, but did not recommend their adoption. It is a safe presumption 
that it was the inherent conservatism of some expert witnesses which influenced 
the Committee against the no par value share. Such a share does in fact 
provide the only logical form of expressing a number of equal participations 
in an equity the real worth of which is constantly fluctuating and the value of 
which coincides with the true worth of the assets only by the blindest chance. 
Given no par value shares, there is no question of fixed nominal values which 
become more and more remote from reality with the passage of time. Given 
no par value shares, there are no “‘ high’ percentage dividends on which the 
politically conscious can concentrate. Given no par value shares, much of the 
need for bonus issues would disappear (although, of course, even with such 
shares it may be deemed desirable to increase or sub-divide the number of 
participations in a rapidly expanding business). It is interesting to conjecture 
whether the expert witnesses before the Cohen Committee would have been 
so conservative in this matter had they foreseen the events which the General 
Election of July, 1945, set in train. And one is permitted to wonder whether 
a Socialist Government would have committed itself to implementing in fulla 
Cohen Report which included among its recommendations the introduction of 
no par value shares. For the time being, the British company world must 
continue to chafe under a legal system which attempts to achieve the impossible 
and under a political system which does not fail to capitalize this situation to 
the full. But, on the longer view, it would be surprising if Mr. Dalton’s Bonts 
Tax has not done more than any other single factor to speed the day of the 
no par value share in this country. 
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Origin and Growth of Savings re 


If — Legal Control and Centralization 
By W. E. Cogman 


(A member, of twenty-eight years’ standing, of the staff of the 
National Savings Committee*) 

N introductory article, in last month’s issue of THE BANKER, traced the 
Aint and early development of the savings bank idea, and the passing 

of the first legislation. This article takes up the story—and it is a fasci- 
nating story for anyone interested in the real nature of British financial 
institutions—at the point where the evolution has more evident relevance to 
present-day problems. It surveys the system of legal control, the essential 
principles on which the banks operate, and their relationship to central 
Governmental finance. 

The legal structure took shape rapidly. After the passing of the first Acts 
governing Savings Banks—in 1817 for England and Ireland and in 1819 for 
Scotland—amending and supplementary Acts followed in rapid succession. 
In May, 1818, local Justices in England were given quite extraordinary powers 
of overriding control: they were empowered (by 58 Geo. III, c. 48) to reject 
any rules of proposed Banks which they did not consider satisfactory. Subse- 
quent Acts, however, quickly imposed more specific control and definition. 
By an Act passed on July 24, 1820 (1 Geo. IV, c. 43), relating to England, 
the Debentures previously issued by the Bank of England for remittances 
from the Savings Banks to the “ Fund for the Banks for Savings’”’ (i.e. for 
account of the National Debt Commissioners) were replaced by interest- 
bearing receipts. Interest was to be calculated half-yearly, on November 20 
and May 20, and to be carried to account in the Fund as additional principal. 
These dates have significance even to-day, for the accounts of the Trustee 
Savings Banks are still made up to November 20 in each year, and a few of the 
Banks still credit interest half-yearly. 

More important were the provisions of a further amending Act passed in 
June, 1824 (5 Geo. IV, c. 62), for this Act incorporated the principle of limita- 
tion of individual deposits. It prohibited anonymous deposits—i.e. deposits by 
ticket or number—which had previously been allowed up to {10 per annum. 
After November 20, 1824, deposits by any one customer were limited to {50 
in the first year and £30 in any subsequent year, and the total amount deposited 
in any individual account was not to exceed £200, exclusive of interest. Four 
years later an important Consolidation Act (9 Geo. IV, c. 92) was passed, incor- 
porating important provisions as to interest. From November 20, 1828, the 
rate of interest allowed to the Trustees by the National Debt Commissioners 
was reduced from threepence per cent. per diem (£4 IIs. 3d. per cent. per 
annum) to twopence halfpenny (£3 16s. o}d. per cent. per annum). The rate 
of interest allowed by the Trustees to the depositors was not to exceed two- 
pence farthing per cent. per diem (£3 8s. 54d. per cent. per annum). From the 
evidence given before the Select Committee on Savings Banks in 1858 it appears 


* Any opinions expressed in these articles reflect the personal views of the author, and are not 
necessarily those of the authorities. 
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that this Act was drafted by Sir Alexander Y. Spearman, Bart., Comptroller 
General of the National Debt Office, and Mr. John Tidd Pratt, a barrister who 
was subsequently appointed under the Act to certify the rules of Savings 
Banks. Mr. Tidd Pratt wrote a History of Savings Banks, first published in 
1830, and reprinted subsequently with detailed figures of the progress of each 
Savings Bank. 

By an Act of June, 1833, depositors in Savings Banks were allowed to use 
their deposits for the purchase of Life Annuities. In 1835 all Savings Bank 
legislation was extended to Scotland. In 1844 the rate of interest allowed by 
the Commissioners on the invested funds was further reduced, to 3} per cent. 
per annum, while interest allowed to depositors was not to exceed twopence 
per cent. per diem (£3 os. 10d. per cent. per annum). Military Savings Banks 
were authorised and regulated by Acts passed in 1842 and 1845 (5/6 Vict., c. 71 
and 8/9 Vict., c. 27). The business of these Banks was subsequently transferred 
to the Post Office Savings Bank. An Act applicable to Ireland in September, 
1848 (11/12 Vict., c. 133) dealt with the liability of Trustees. 

In 1853 a further Consolidation Act was passed, including new provisions 
relating especially to the purchase of Government annuities through the Savings 
Banks (16/17 Vict., c. 45). Seamen’s Savings Banks were established on 
October 1, 1856, under a further Act (19/20 Vict., c. 41). These Banks, too, 
were later taken over by the Post Office Savings Bank. 


EXCHEQUER’S USE OF BANKS’ FUNDS 

In 1858, apparently as the result of allegations—which, incidentally, have 
obvious links with quite recent controversy—as to the management of the 
Savings Bank Fund by the National Debt Office, a Select Committee was 
appointed by Parliament “‘ to enquire into the Act relating to Savings Banks 
and the operation thereof”’. The Committee included several men well known 
in financial and banking circles, with Mr. T. H. S. Sotheran Estcourt as 
chairman. 

The Committee’s Report was illuminating on the matter of the handling of 
Savings Bank funds. The Commissioners of the National Debt, it was shown, 
were a body* which met very rarely if ever; the duty of investing the funds 
of the Savings Banks was actually performed by the Comptroller of the National 
Debt Office. It appeared that large financial operations had been carried out 
by means of the funds of Savings Banks which were at the command of the 
Exchequer, by buying and selling securities. Several witnesses alleged that 
such a mode of dealing with the funds was not warranted by the terms of any 
statute ; that it had resulted in a deficiency of assets as compared with liabili- 
ties ; and that such deficiency might have been materially reduced had the 
Commissioners acted simply as Trustees in their handling of the Savings Bank 
funds. 

The Committee complained that until 1844 no detailed account had been 
rendered ; in that year the Chancellor of the Exchequer (Goulburn) had laid on 
the table of the House of Commons a full account of all money transactions 
from 1828 to 1844. The Committee’s investigations showed that a considerable 

* The individual Commissioners were the Speaker of the House of Commons, the Chief Baron 


of the Exchequer, the Master of the Rolls, the Accountant-General of the Court of Chancery, 
the Chancellor of the Exchequer, and the Governor and Deputy Governor of the Bank of England. 
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sum had been invested in stock from 1850 to June, 1853, at comparatively high 
prices, but that in the following four and a half years more than £7} millions 
of 3 per cent. Stock (i.e. Consols) had been sold at relatively low prices for the 
purpose of re-investment in Exchequer Bills; therefore, although Exchequer 
Bills at that time paid a higher rate of interest than Stock, a considerable loss 
of capital had been incurred through the sales of Stock. Lord Monteagle was 
very outspoken on this subject. 

“My great objection,” he said, ‘‘ applies to the power vested in the 
Commissioners to change their securities, and thus to become active agents 
in the stock market, with a power limited only by the enormous amount 
of savings bank stock placed at their disposal ; a larger power than ever 
was possessed, I believe, by any branch of the community, or any com- 
bination of individuals, and affecting in proportion to that power the 
public credit and the interests of private parties.” 

The Committee recommended that the powers of the National Debt Office 
in relation to the Savings Banks should be accurately defined and that sales 
of Consols should be prohibited except for the express purposes of the Savings 
Banks. It was suggested, moreover, that the duty of investing the moneys of 
the Savings Banks should be transferred from the Commissioners of the 
National Debt to a special Commission of five persons, of whom two should 
be the Chancellor of the Exchequer and the Governor of the Bank of England, 
the other three being nominated by the Crown. Needless to say, none of these 
recommendations was ever adopted. 

Among matters discussed in evidence before the Committee were some 
interesting problems relating to the wider effects of the operation of the Savings 
Banks which also find a parallel in recent years. A Mr. W. Meikle, of the 
Glasgow Savings Bank, referred to competition from some of the Joint Stock 
Banks, complaining that “‘ the Western Bank of Scotland and the City of 
Glasgow Bank were both in the habit of using the name of Savings Bank in 
addition to their own name at their branches, of which there were sixteen in 
Glasgow. .. . They offered 44 per cent. interest, while we could only give 3 
per cent.; some of our depositors withdrew from us and took their money 
to these Banks ’’. 

Sir Alexander Spearman, Comptroller General of the National Debt Office, 
spoke in evidence of the effect of unemployment on Savings Bank deposits 
and withdrawals: ‘‘ During the time when employment is good and wages 
are high, when prosperity prevails in all, or in almost all, the classes of the 
labouring population, the remittances from Savings Banks (i.e. their payments 
into the central Fund) are very considerable. On the other hand, high prices, 
the distressed condition of the labouring population, want of employment 
among them, will cause large demands to be made by the depositors upon 
Savings Banks, and then not only do the trustees not remit, but they are 
frequently called upon to withdraw from my office in larger amounts ”’. 

A statement produced by Sir Alexander and printed in the evidence shows 
that withdrawals considerably exceeded deposits for several quarters between 
1840 and 1857. Withdrawals were particularly heavy during the years 1847-50 
and 1854-57. The former period covers the phase of acute distress which 
followed the crisis of 1847, while the latter, of course, covers the Crimean War. 
In later years it is noteworthy that withdrawals substantially exceeded deposits 
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in the decade 1861-71, during which period great distress was caused by the 
cotton famine resulting from the American Civil War. Again—passing to more 
recent times—in the inter-war years of labour disputes and acute depression, 
withdrawals exceeded deposits in the Ordinary Departments of the Trustee 
Savings Banks in 1921 and 1925-31, and in the Post Office Savings Bank 
in 1920-23 and 1925-31. 















BIRTH OF Post OFFICE SAVINGS BANK 


In spite of the recommendations of the 1858 Committee no very substantial 
changes were made for several years, but a Consolidating Act was passed in 
1863 under which the great majority of Trustee Savings Banks still operate, 
though a few Scottish Banks still continue to work independently under the 
original Scottish Act of 1819. However, the publicity given by the Committee 
to Savings Banks and their problems bore fruit in another direction, for it 
seems to have had considerable effect on the discussion of proposals for the 
establishment of a Post Office Savings Bank. 

From time to time various proposals had been made for the establishment 
of a Government Savings Bank operated through the Post Office. Among 
these may be mentioned schemes outlined by Mr. W. Ray Smee, F.S.A., in 
1847 and by Dr. Neilson Hancock in 1852 and 1855. The clearest and most 
satisfactory scheme, however, came from Mr. C. W. Sikes of Huddersfield, a 
pioneer in the Penny Bank movement. In 1859 he outlined a proposal for a 
system of Savings Banks working through the Post Office, suggesting that the 
postmaster at every Money Order Office in the country should be authorized 
to receive deposits, all the offices being connected with a central bank in 
London and all payments and withdrawals being made by means of money 
orders. 

This proposal was put forward in a printed letter to Mr. Edward Baines, 
M.P. for Leeds and proprietor of the Leeds Mercury, who brought the matter 
to the notice of Mr. (afterwards Sir) Rowland Hill, Secretary of the Post 
Office, and Gladstone, then Chancellor of the Exchequer. The letter pointed 
out that in the United Kingdom there were no Savings Banks in fifteen counties 
and none in 100 towns with populations of 10,000 to 30,000, or in 2,000 smaller 
towns with populations of 1,000 to 10,000. Moreover, the aggregate income of 
the working classes had continued to increase, reaching levels far surpassing all 
previous experience. As for existing savings institutions, the hours of business 
were often very short and sometimes inconvenient. Mr. Sikes therefore pro- 
posed the issue of Savings Bank interest notes for round sums in pounds, such 
notes or receipts to bear interest at 24 per cent. per annum and to be obtainable 
through Money Order offices. 

The official records in the British Museum give a clear view of the manner 
in which the plan was considered in all its details by officials of the Post Office. 
Mr. George Chetwynd, book-keeper of the Money Order Department, evidently 
examined Mr. Sikes’ scheme, and then produced and submitted to the Post- 
master-General, Lord Stanley of Alderley, a detailed scheme with specimen 
forms. He maintained that there was no need to make the minimum deposit 
one pound—smaller sums could be taken, and the minimum might be fixed 
at one shilling. 

Matters then moved quickly. Mr. Chetwynd’s report is dated November 30, 
1860. It was submitted to Sir Rowland Hill on the following day—with some 
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suggested modifications— by Mr. F. R. Jackson, Controller of the Money Order 
Department. On December 3 it was referred to the Receiver and Accountant- 
General (Frank Ives Scudamore), who returned it on January 7, 1861, with a 
detailed report supporting Mr. Chetwynd’s original scheme. The papers went 
to the Postmaster-General on January 18, who approved the scheme forth- 
with, and copies were sent to Gladstone and Sir Alexander Spearman (of the 
National Debt Office). Gladstone himself introduced the resultant Bill in 
the House of Commons on February 8, 1861, and it was greeted with general 
approval. Royal Assent was given on May 17, 1861, less than six months 
after Mr. Chetwynd’s original report, and the first Post Office Savings Banks 
were opened on September 16. Mr. Chetwynd became the first Controller of 
the Post Office Savings Bank. A report dated October 31, 1862, states that 
during the first year’s operations just over one million pounds was received 
from new depositors and a further {250,000 from transfers from the old 
Savings Banks. 

Although opinion was generally favourable to the new institution, it was 
by no means unanimous. During the debates in Parliament, a Mr. Ayrton, in 
the House of Commons, had maintained that ‘“‘ the scheme of a national bank, 
however plausible it might look at the outset, would lead to the most serious 
consequences”. In the Lords, Lord Monteagle (who, as Mr. Spring Rice, had 
been Chancellor of the Exchequer under Lord Melbourne) viewed the Bill 
“with great alarm and regret ’’. Even The Economist was inclined to damn 
the scheme with faint praise : 

‘“‘ There can be no doubt but that the Post Office Savings Banks which 
Mr. Gladstone is proposing to establish will be beneficial Ir any National 
Savings Banks can be beneficial . . . we are inclined to think that it would 
have been well if the Government had let the money of its poorer subjects 
entirely alone ”’. 

The principal features of Chetwynd’s scheme remain, without change, in 
the Post Office Savings Bank to-day. Among these unchanged features are 


the following : 


(i) Deposits made at any Post Office are withdrawable at that or any other Post 
Office transacting Savings Bank business. 

(ii) Accounts are kept in London alone, all money being remitted to and from Head- 
quarters. (Some branches were removed to Harrogate during the second World 


War, and are still there.) 

(iii) Interest is allowed to depositors at 2} per cent. per annum on complete pounds for 
complete calendar months. 

(iv) Deposits may be made of one shilling or multiples of one shilling. (This has been 
modified, however, so that cheques for sums containing odd pence may be paid 
in without being made up to exact shillings.) 


But although the outline has remained the same, there have been many 
modifications and developments, generally to give additional facilities to 
depositors. 

Re. In September, 1880,"Henry Fawcett, the blind Postmaster-General, started 
experimentally a system of slips to which twelve penny postage stamps could 
be affixed, and when full the slip could be paid into a Savings Bank account 
as a deposit of one shilling. This enabled poor people and children to save in 
penny instead of shilling units. By the end of March, 1881, more than 576,000 











renee 





68 THE BANKER 





in the decade 1861-71, during which period great distress was caused by the 
cotton famine resulting from the American Civil War. Again—passing to more 
recent times—in the inter-war years of labour disputes and acute depression, 
withdrawals exceeded deposits in the Ordinary Departments of the Trustee 
Savings Banks in 1921 and 1925-31, and in the Post Office Savings Bank 
in 1920-23 and 1925-31. 


BrirTH OF Post OFFICE SAVINGS BANK 


In spite of the recommendations of the 1858 Committee no very substantial 
changes were made for several years, but a Consolidating Act was passed in 
1863 under which the great majority of Trustee Savings Banks still operate, 
though a few Scottish Banks still continue to work independently under the 
original Scottish Act of 1819. However, the publicity given by the Committee 
to Savings Banks and their problems bore fruit in another direction, for it 
seems to have had considerable effect on the discussion of proposals for the 
establishment of a Post Office Savings Bank. 

From time to time various proposals had been made for the establishment 
of a Government Savings Bank operated through the Post Office. Among 
these may be mentioned schemes outlined by Mr. W. Ray Smee, F.S.A., in 
1847 and by Dr. Neilson Hancock in 1852 and 1855. The clearest and most 
satisfactory scheme, however, came from Mr. C. W. Sikes of Huddersfield, a 
pioneer in the Penny Bank movement. In 1859 he outlined a proposal for a 
system of Savings Banks working through the Post Office, suggesting that the 
postmaster at every Money Order Office in the country should be authorized 
to receive deposits, all the offices being connected with a central bank in 
London and all payments and withdrawals being made by means of money 
orders. 

This proposal was put forward in a printed letter to Mr. Edward Baines, 
M.P. for Leeds and proprietor of the Leeds Mercury, who brought the matter 
to the notice of Mr. (afterwards Sir) Rowland Hill, Secretary of the Post 
Office, and Gladstone, then Chancellor of the Exchequer. The letter pointed 
out that in the United Kingdom there were no Savings Banks in fifteen counties 
and none in 100 towns with populations of 10,000 to 30,000, or in 2,000 smaller 
towns with populations of 1,000 to 10,000. Moreover, the aggregate income of 
the working classes had continued to increase, reaching levels far surpassing all 
previous experience. As for existing savings institutions, the hours of business 
were often very short and sometimes inconvenient. Mr. Sikes therefore pro- 
posed the issue of Savings Bank interest notes for round sums in pounds, such 
notes or receipts to bear interest at 24 per cent. per annum and to be obtainable 
through Money Order offices. 

The official records in the British Museum give a clear view of the manner 
in which the plan was considered in all its details by officials of the Post Office. 
Mr. George Chetwynd, book-keeper of the Money Order Department, evidently 
examined Mr. Sikes’ scheme, and then produced and submitted to the Post- 
master-General, Lord Stanley of Alderley, a detailed scheme with specimen 
forms. He maintained that there was no need to make the minimum deposit 
one pound—smaller sums could be taken, and the minimum might be fixed 
at one shilling. 

Matters then moved quickly. Mr. Chetwynd’s report is dated November 30, 
1860. It was submitted to Sir Rowland Hill on the following day—with some 
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suggested modifications— by Mr. F. R. Jackson, Controller of the Money Order 
Department. On December 3 it was referred to the Receiver and Accountant- 
General (Frank Ives Scudamore), who returned it on January 7, 1861, with a 
detailed report supporting Mr. Chetwynd’s original scheme. The papers went 
to the Postmaster-General on January 18, who approved the scheme forth- 
with, and copies were sent to Gladstone and Sir Alexander Spearman (of the 
National Debt Office). Gladstone himself introduced the resultant Bill in 
the House of Commons on February 8, 1861, and it was greeted with general 
approval. Royal Assent was given on May 17, 1861, less than six months 
after Mr. Chetwynd’s original report, and the first Post Office Savings Banks 
were opened on September 16. Mr. Chetwynd became the first Controller of 
the Post Office Savings Bank. A report dated October 31, 1862, states that 
during the first year’s operations just over one million pounds was received 
from new depositors and a further {250,000 from transfers from the old 
Savings Banks. 

Although opinion was generally favourable to the new institution, it was 
by no means unanimous. During the debates in Parliament, a Mr. Ayrton, in 
the House of Commons, had maintained that “‘ the scheme of a national bank, 
however plausible it might look at the outset, would lead to the most serious 
consequences”. In the Lords, Lord Monteagle (who, as Mr. Spring Rice, had 
been Chancellor of the Exchequer under Lord Melbourne) viewed the Bill 
“with great alarm and regret ’’. Even The Economist was inclined to damn 
the scheme with faint praise : 

“‘ There can be no doubt but that the Post Office Savings Banks which 
Mr. Gladstone is proposing to establish will be beneficial IF any National 
Savings Banks can be beneficial . . . we are inclined to think that it would 
have been well if the Government had let the money of its poorer subjects 
entirely alone ”’. 

The principal features of Chetwynd’s scheme remain, without change, in 
the Post Office Savings Bank to-day. Among these unchanged features are 
the following : 


(i) Deposits made at any Post Office are withdrawable at that or any other Post 

Office transacting Savings Bank business. 

(ii) Accounts are kept in London alone, all money being remitted to and from Head- 
quarters. (Some branches were removed to Harrogate during the second World 
War, and are still there.) 

(iii) Interest is allowed to depositors at 24 per cent. per annum on complete pounds for 
complete calendar months. 

(iv) Deposits may be made of one shilling or multiples of one shilling. (This has been 
modified, however, so that cheques for sums containing odd pence may be paid 
in without being made up to exact shillings.) 


But although the outline has remained the same, there have been many 
modifications and developments, generally to give additional facilities to 
depositors. 

ke. In September, 1880, Henry Fawcett, the blind Postmaster-General, started 
experimentally a system of slips to which twelve penny postage stamps could 
be affixed, and when full the slip could be paid into a Savings Bank account 
as a deposit of one shilling. This enabled poor people and children to save in 
penny instead of shilling units. By the end of March, 1881, more than 576,000 
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slips had been received and 223,000 new accounts opened by this means. This 
idea was developed by the issue of Savings Bank coupons, costing one shilling 
each, from 1912 to 1934, and by the use of National Savings Stamps (intro- 
duced in 1918 for the instalment purchase of Savings Certificates) for Savings 
Bank deposits since January, 1933. 


LIMITS ON DEPOSITS 


The regulations as to the maximum amounts that may be deposited in the 
Post Office Bank have been varied from time to time. At first the limit for 
individuals was £30 in one year or £150 in all—less, that is, than was originally 
permitted by the earlier Trustee Savings Banks ; for Provident and Charitable 
Societies £100 in one year and £300 in all, exclusive of interest, or, with the 
assent of the National Debt Commissioners, beyond those limits ; for Friendly 
Societies there were no limits. In 1891, the maximum for individual accounts 
was raised from £150 to £200, including interest ; the annual limit remained 
at £30, but with the concession that, in addition, the amount of one with- 
drawal might be replaced during the year. This provided for an emergency 
temporary withdrawal. In 1893 the annual limit of deposits was increased 
from £30 to £50. 

Deposit limits were suspended altogether in January, 1916, partly because 
of the high wages then being earned by many war-workers, but more especially 
as one of the preliminary moves in the launching of the first war-time savings 
campaign then being planned. The power of fixing limits was vested in the 
Treasury, first by the War Loan (Supplementary Provisions) Act of 1915, 
and later by the Savings Bank Act of 1920. In 1923 a limit for deposits during 
any one calendar year was re-introduced, the maximum being fixed at £500, 
plus the amount of one withdrawal during the year. In January, 1946, the 
concession of replacing one withdrawal in addition to depositing {500 in one 
calendar year was withdrawn, but was restored in November of the same year. 
In January, 1946, also, a new aggregate limit of {2,000 was imposed. 

The deposit limits in the Ordinary Departments of the Trustee Savings 
Banks have been kept in line with those in the Post Office. Since November 21, 
1929, it has been permissible for a depositor to have more than one Savings 
Bank account in his or her own name. 

In July, 1905, an important concession was made by which amounts not 
exceeding {1 could be withdrawn on demand from the Post Office Savings 
Bank. The amount was increased to {2 in July, 1927, and to £3 in November, 
1929. A temporary extension of this facility to permit withdrawals up to {10 
on demand in case of emergency was introduced during the second World War, 
but has recently been discontinued. 


ANNUITY AND INVESTMENT FACILITIES 


Although Trustee Savings Banks had been empowered, as early as 1833, 
to grant immediate or deferred annuities under certain conditions, very little 
business had been done in this direction. In 1864 Gladstone introduced a Bill 
to provide for the issue of Annuities, and also for the transaction of Life 
Assurance business, through the Post Office. The Bill met with considerable 
opposition, especially from insurance companies and friendly societies, but was 
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eventually passed, and the scheme came into operation in April, 1865. The 
arrangements were revised by the Government Annuities Act of 1882, and the 
scheme was linked with and operated through the Post Office Savings Bank. 
The business done was relatively small; the issue of deferred annuities was 
discontinued in 1912, and life assurance business ceased in 1928. Immediate 
annuities were more successful and are still issued. 


In 1880 Henry Fawcett carried through Parliament an Act to enable 
depositors in either Trustee or Post Office Savings Banks to make small 
investments in Government Stocks. The investment could be made either by 
the use of deposits already in the Bank or with money specially deposited for 
the purpose. This was the beginning of the “ Post Office Register ’’ of Govern- 
ment Stocks. Any amount of stock from £10 to £100 nominal value could be 
purchased at one time, the maximum individual holding being £300. Subse- 
quently the maximum of purchases in one year was fixed at £200, and the 
maximum holding was increased to {500. These limits were suspended in 
1916, except that no single purchase was to exceed {1,000 nominal value. 
A small charge is made for brokerage ; dividends accruing may be credited 
direct to the Savings Bank account of the holder; the depositor can sell the 
stock standing to his credit, and purchases and sales of stock are carried through 
at the current market price. 

The payment of war gratuities through the Post Office Savings Bank to 
demobilized men after the first World War caused a great increase in the 
figures of the Bank’s transactions during 1919, deposits jumping from {£79 
millions to £167 millions and withdrawals from £53 millions to {142 millions 
during that year. Both debits and credits fell to a little over {100 millions in 
1920, and further still in the following year. As withdrawals exceeded deposits 
each year from 1920 to 1923, it seems that the great bulk of the gratuities were 
withdrawn during those years. Since July, 1945, gratuities and other release 
benefits in respect of war service have been credited through the Post Office 
Savings Bank and, while exact figures for comparison with IgI9 are not 
available, the indications are that a substantially smaller proportion has been 
withdrawn than after the first World War. 


LATER DEVELOPMENTS IN TRUSTEE BANKS 


A few further developments in the Trustee Savings Banks remain to be 
noted. In 1880, the interest payable by the National Debt Commissioners 
was reduced to 3 per cent. and the maximum interest to be allowed by the 
Banks to their depositors was fixed at 2? per cent. In the cheap money phase 
in 1888, in connection with Goschen’s famous conversion operation, these 
rates were further reduced to 2? and 2} per cent. respectively. 


The Savings Bank Act of 1891 established the Inspection Committee of 
Trustee Savings Banks. This Committee consists of seven persons, one 
appointed by the Governor of the Bank of England, one by the Council of the 
Institute of Chartered Accountants, one by the Council of the Incorporated 
Law Society, and one by the Chief Registrar of Friendly Societies, the other 
three being selected from a list of persons nominated by the trustees and 
managers of the*larger Savings Banks. The Inspection Committee has a paid 
staff, including inspectors who visit every bank at least once a year to see that 
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all regulations are being properly complied with. The attitude of the Com- 
mittee to the Banks is entirely friendly and helpful and it frequently acts in 
an advisory capacity in co-operation with the Trustee Savings Bank Associa- 
tion, a purely voluntary organisation formed in 1887 by the Banks themselves. 

An important Act in 1904 provided for the annual appointment of auditors, 
the superannuation of officers, the purchase and sale of bank premises and the 
amalgamation of Savings Banks. More important still, it gave the Banks 
additional powers in regard to the establishment and management of Penny 
Banks in schools and elsewhere, while Banks with deposits in excess of £200,000 
were authorized to open Special Investment Departments, subject to the 
approval of the Inspection Committee. The right to deposit in these Special 
Investment Departments was limited to persons already having {50 to their 
credit in the Ordinary Department. The rate of interest was to be fixed by 
the Inspection Committee and could be varied from time to time. (The rates 
allowed have, in fact, varied from 4 per cent. to 2} per cent. at different times 
and in different Banks.) Power was also given to the Banks to invest the funds 
of the Special Investment Departments in loans to Local Authorities. The 
right to set up a Special Investment Department was extended to ail Banks 
by an Act of 1929. 

Such in brief is the history of the Savings Banks of this country, which 
have developed in 130 years from a few small and scattered Banks to a great 
network covering the whole country, in which every second person is a deposi- 
tor, while the accumulated deposits amount to more than two thousand five 
hundred millions of pounds sterling. 


New Zealand Finances—1939 and Now 


By a Special Correspondent 


HE recent gift of £10 millions sterling by the New Zealand Government 
7 to the United Kingdom points the contrast between the financial position 

of the Dominion in 1939 and to-day. In the years before 1939 an expan- 
sionist internal credit policy and other factors had increased New Zealand’s 
imports. At the same time, uneasiness about the socialization experiments, 
and the evident signs that New Zealand was living above her means, led to an 
outflow of capital. In December, 1938, the Government found it necessary 
to introduce exchange control, but this was not enough to stop the decline 
in London funds, and by mid-1939 the trading banks had to ration foreign 
exchange even to importers with licences. New Zealand, in fact, was on the 
verge of a major exchange crisis. 

Britain came to the rescue with a loan of {9 millions sterling—{5 millions 
for defence purposes and £4 millions in the form of commercial export credits 
from the United Kingdom. In view of subsequent developments it is worth 
noting the conditions of the agreement—that New Zealand would not encourage 
uneconomic industries, that tariffs would be adjusted to give British producers 





* An article on financial and banking trends in Australia appeared in the previous issue of THE 
BANKER. For that reason, Ausivalia is omitted from the series of articles on Dominion finance in 
this issue Ep . 
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| opportunity of reasonable competition, and that the Dominion would endeavour 


to expand trade with the mother-country and relax exchange restrictions as 
soon as the London funds position allowed. 

Such was the situation when war broke out. The sterling exchange and 
gold of the Reserve Bank of New Zealand at the end of August, 1939, amounted 
to £NZ8.5 millions. When hostilities ceased in the Pacific these assets had 
risen to {NZ70.7 millions. Now, with her sterling balances of about £{NZ87 
millions, New Zealand, despite her small population of 1} million persons, is in 
a position to join with Australia in taking the initiative in the movement for 
the scaling-down of Britain’s war-debts to her allies. 

Yet New Zealand’s balances were accumulated in a very different manner 
from the balances of Britain’s larger creditors. New Zealand’s war effort was 
not primarily an economic or financial one. From start to finish she made a 
full contribution to the war on the military level, and the proportion of her 
manpower which served in the armed forces was second only to that of Britain 
itself. Nor were New Zealand’s exports sold to the United Kingdom during 
the war at the greatly inflated prices which were charged in some other cases. 
Early in the war long-term contracts were made for the sale of the whole of 
the Dominion’s surpluses of dairy produce, meat and wool to Britain at prices 
which subsequently proved to be well below world parity, and which were 
made possible only by a primary production stabilization scheme. In 1944 
these contracts were renewed for four years (subsequently extended by a further 
two years) for butter, cheese and meat, and Britain recognized the benefits 
she owed to New Zealand’s prices policy by agreeing to pay the Dominion 
£4 millions sterling a year for the life of the contracts as compensation for the 
disparity that was becoming apparent between the costs of New Zealand 
imports and exports. The recent negotiations for the purchase of dairy produce 
from Denmark focused attention upon the wide differences between world prices 
of butter and cheese and the prices Britain is paying New Zealand. Without 
this co-operation from New Zealand, Britain’s food bill would be rising even 
more steeply than at present. 

The growth of New Zealand’s sterling balances also reflects rigorous self- 
denial in the matter of imports. A somewhat Gilbertian situation does, in 
fact, appear in her import policy, when the terms of the 1939 Loan are recalled ; 
needless to say, the condition that New Zealand should expand imports from 
Britain as soon as her exchange position allowed has never been enforced. 
Even now there is substantial restriction of New Zealand imports from the 
sterling area, as well as from the dollar area. Under present conditions this 
policy assists the United Kingdom by leaving more of her products available 
for export to hard currency areas or for domestic consumption. There is, of 
course, a corresponding increase in New Zealand's sterling balances, but no 
one in Britain will complain on that score—so long as the world sellers’ market 
persists. 

The New Zealand Government’s motive in continuing to restrict imports 
irom even Britain can only be surmised. It can hardly be that there is any 
private agreement with the British Treasury, for otherwise there would surely 
be a similar agreement between Britain and Australia, whereas that Dominion 
has lifted almost all restrictions on imports from the mother-country. The 
most probable explanation is that the New Zealand Government wishes to 
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make sure that the balances are not frittered away on the type of consumer 
goods which are now available, and regards them as earmarked for purchasing 
capital equipment for various projected schemes of development. These 
include a vast hydro-electric power plan for both islands, the improvement of 
all forms of transport, the prevention of further soil erosion, afforestation, 
soil surveys, and the encouragement of some new secondary industries. 

This, then, is the background against which it will have to be decided 
how far, if at all, Mr. Dalton’s recent declaration about scaling-down sterling 
balances ought to be translated into any further action in the case of New 
Zealand’s holdings. Admittedly, the basic fact remains that there is no reason 
why the war should have saddled Britain with a debt of about £50 millions 
sterling to the Dominion. But New Zealand has already voluntarily scaled 
this down by some 20 per cent., and even now it is perhaps unlikely that 
Britain will be able to arrange the outright cancellation of a comparable pro- 
portion of her other sterling debts. Moreover, New Zealand will require to 
hold permanently much larger sterling reserves than were considered the safe 
level before the war. One consideration is that the Reserve Bank’s holdings 
of sterling constitute almost the only backing for her currency, and the Bank’s 
note issue is now three times as great as in 1939. Of greater significance is 
the fact that prices of New Zealand’s imports have approximately doubled, 
and there is also the danger of a re-emergence of a gap between export and 
import prices. New Zealand is naturally anxious to guard against the possi- 
bility of finding herself again in the same financial straits as those from which 
she was rescued by the war. 

All in all, it may perhaps be felt that there is not in equity any need for 
any further special arrangements to be made to reduce the burden to Britain 
of the New Zealand balances. They are the heritage not of hard dealing but 
of a co-operative and even generous trading policy. In quantity they are not 
now excessive in relation to the country’s permanent needs. If it is rightly 
assumed that part of them is earmarked for capital development, then the 
chief object of that development will be to enable the country to carry a larger 
population, and New Zealand will wish to see her new citizens recruited 
primarily by immigration from the United Kingdom. It can safely be left 
to gentlemen’s agreements between the two Governments to ensure that the 
balances are not drawn upon in a way that would place any strain on Britain’s 
position. 

During 1946 the United Kingdom’s imports from New Zealand were valued 
at £74.6 millions sterling, while she exported to New Zealand goods valued at 
only £26.9 millions sterling. For the first two months of this year the corres- 
ponding figures are {11.9 millions sterling for imports, £4.9 millions sterling for 
exports. After July 15 New Zealand will be entitled to convert into dollars her 
substantial credit balance on new current transactions with the United 
Kingdom. A large proportion of this surplus is in fact already being used by New 
Zealand to finance her trade deficit with other sterling area countries, for 
example, Australia, and for the rest there is no reason to suppose that the 
existence of a clause in the Washington Loan Agreement, to which New 
Zealand is not a party, would lead her to draw more heavily on the dollar 
pool than she has lately done. 

New Zealand, incidentally, shows no signs of following Australia’s example 
by applying for membership of the International Bank and the International 
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Monetary Fund. Australia’s application was delayed by differences of opinion 
on the subject within the Labour Party, but the two Australian Opposition 
parties had given the project their consistent, if lukewarm, support. In New 
Zealand, however, the Bretton Woods proposals have yet to find a champion. 
Membership of the organization has never become a live issue, and it appears 
to be indifference rather than antagonism that has made New Zealand share 
with Russia the distinction of not participating in this attempt at interna- 
tional monetary co-operation. There is, of course, in the New Zealand Labour 
Party, as in the Australian, a certain mistrust of “ international finance’ 

but probably the real cause of the apathy is the underlying feeling that New 
Zealand’s economy will stand or fall with that of Britain, and that wider co- 
operation is therefore irrelevant. Yet, in all the circumstances, it still remains 
surprising that New Zealand should not be eager to give the mother-country the 
support of her voting-power in the debates of the Bretton Woods organizations. 


Internally, New Zealand is troubled by many of the same problems as 
Britain, often in a more severe form. The monetary expansion which has been 
going on since 1935 continues at an unusual rate. Trading bank deposits, 
after increasing from {NZ124.7 millions to {NZ145.4 millions between January, 
1945, and January, 1946, gained a further £NZ16.3 3 millions during the following 
twelve months. The Reserve Bank’s note issue had risen by ‘March 1g last 
by £NZ5.5 millions above the level of {NZ41.1 millions at which it stood at 
the end of the war. 

This monetary expansion is largely due, first, to the continued high and 
steady level of income from exports under the contracts with Britain, and, 
secondly, to the labour shortage and consequent bidding-up of wages; but 
heavy Government expenditure is also partly responsible. In spite of the 
reduction in war expenditure, Mr. Nash’s 1946 Budget showed a disappointingly 
small reduction in taxation. The expansion of civil departments, increased 
social security benefits, and stabilization subsidies all required increased 
expenditure estimates. In the financial year 1946-47 £NZ35.3 millions out 
of the {NZ51.4 millions of taxation imposed specifically for war purposes in 
1945-40, was retained for the credit of the Consolidated Fund; in all there 
was an increase of {NZ4o.1 millions in taxation for the civil budget. 


Heavy taxation is perhaps not so serious in its deterrent effects on produc- 
tion in an agricultural as in a manufacturing economy, and in New Zealand it 
certainly appears to be a necessary counterpart of the inflationary situation. 
Staple commodities are still subject to price control, and subsidized where 
necessary. Subsidy estimates for 1946-47 totalled £{NZ13.75 millions, and 
included £NZz.4 millions for coal production and ditthution. £{NZ5.3 millions 
for primary ‘Produc tion, £NZ4.0 millions for essential foodstufis and clothing 
and {NZ1.75 millions for wheat. But Mr. Nash, like Mr. Dalton, must realize 
that such ¢ co dients cannot be continued indefinitely, and that after two years 
of peace it is time to think about removing some of the distortions from the 
economy and reinstating the price mechanism to its proper function. Mean- 
while, the limited stocks of consumer goods which reach the shops of New 
Zealand are quickly sold out, second- hand motor-cars change hands at exorbi- 
tant prices, and the takings of the totalisator machines soar to new record 
levels. 
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South Africa Pauses 
By H. Dargan Roberts 


f is almost axiomatic that any discussion of: South Africa’s economic 

problems must take account of the consequences of her dependence upon 

gold. Yet, in this country at least, the full implications of that dependence 
are often overlooked. Exports of gold normally pay for nearly 60 per cent. 
of South Africa’s imports, yet over its price the Union can exercise little, 
if any, control and must regard it as quite rigid for long periods. Her national 
income therefore tends to a similar rigidity. It follows that, when the prices 
of her imports rise, less goods can be bought out of income and, unless they are 
purchased out of accumulated resources, there must be a decline in the standard 
of living. For some time now there has been in the Union a growing apprecia- 
tion of the significance of this situation. At the end of the w ar, many business 
men looked for a phase of prosperity such as that which followed the abandon- 
ment of the gold standard ; but they have now come to realize that peace has 
brought new problems. 

Consider, for example, the trend of imports. From {96 millions in 1938 
and {102 millions in 1945, their total rose to {199 millions in 1940. This rapid 
increase was partially reflected in a fall of some £40 millions in the overseas 
assets of the Reserve Bank, and in a comparable reduction in the central 
balances of the commercial banks. One might have expected that commercial 
bank deposits from the public would have shown a comparable decline ; but, 
owing to a rapid expansion of domestic demands for finance, the banks were 
prepared to work to a lower ratio of central bank credit, and their own deposits 
rose during 1946 by no less than {£24 millions. The peak figure, reached in 
August, was £350 millions, after which a moderate decline set in, the total at 
the end of January last being £340 millions. It remains to be seen to what 
extent the e will continue, but for the moment it would appear that the 
deflationary effect of the drafts on external reserves in order to pay for sub- 
stantial semishe of goods has been offset by the creation of domestic credit. 

Thus, during the same period, commercial bank advances were more than 
doubled, rising from £47 millions to £97 millions ; the increase during January, 
1947, was as much as £6 millions. It is not unreasonable to relate this to the 
concurrent experience of merchants, for there can be no doubt that many of 
the goods now coming forward, for which indents were placed many months 
beforehand, are finding a far less ready sale than was expected. For auto- 
mobiles and essential articles, such as clothing and household goods, there 
remains a large and unsatisfied demand, but buyers are becoming more and 
more selective over quality and suitability, and less and less inclined to pay the 
exorbitant prices necessitated by high costs of manufacture abroad. The 
consequence is that many importers have had recourse to their bankers, for 
assistance to enable them to carry their stocks, and it may be that some of 
them will have to realize on terms much less favourable than they had expected. 
Consignments from the United States and the United Kingdom continue to 
be substantial, but a better appreciation of the public taste and purse will have 
to be manifested by importers. 
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Signs of a more sober mood are also in evidence in other directions. High 


| wages and costs generally have seriously reduced gold-mining profits. The conse- 


quent fallin share prices of producing mines has been severe, and discussion con- 
tinues on the problem of how the situation may best be alleviated. The active 
speculation in the shares of companies operating in the new fields, attractive 
though their ultimate prospects may be, has receded, and prices generally are 
lower than a few months ago. Market valuations of South African industrial 
shares, apart from those of the older-established and more conservative com- 
panies and certain specialities, have also tended to fall. As for new formations, 
according to the Official Monthly Bulletin of Statistics, the total capital of 
newly registered companies, which ranged from £25 to £30 millions during each 
of the first three quarters of 1946, had declined » i approximately £18 millions 
in the fourth. Finally, the Standard Bank Index of Business Activity, after a 
sharp rise in the first half of the year, has since shown an almost uninterrupted, 
though gentle, decline. 

None of these circumstances, however, need give rise to gloom, and it may 
well be that such recession as has occurred has had a salutary effect. It is 
true that the note circulation has increased since 1938 from {£19 millions to 
£65 millions in 1946, and that the commercial bank deposits have risen from 
{58 millions to £340 millions. It is also true that this vast accumulation of 
purchasing power must lie partly in the hands of potential buyers of con- 
sumption goods, and partly in the hands of would-be entrepreneurs who are 

seeking suitable opportunities to convert it into production goods. Among 
the latter must be numbered the owners of the funds sent from overseas, 
particularly from the United Kingdom, to take advantage of what they con- 
sider to be better opportunities for investment in a country the industrial 
possibilities of which now appear to have won their confidence. Yet the 
effective demand for retail goods by the ultimate consumer appears to be 
discriminating and commendably restrained, whilst entrepreneurs are held in 
check by various official controls, particularly of building. It must be empha- 
sized that the high prices prevailing in South Africa reflect to a substantial 
extent the high manufacturing costs in the countries of supply, over which 
she naturally has no control. 

So far as entrepreneurs are concerned, Government controls may well 
prove to be to their ultimate advantage, for the Government itself has large 
schemes of development and public works in hand, and there is already a severe 
shortage of both labour and raw materials, particularly of steel. Indeed, it is 
difficult to see how capital goods acquired at to-day’s inflated costs can be 
expec cted to ~~ Id an ee return over a a long period of good and bad years. 


to re sult from the Budget ri the current fiscal year, which es removed certain 
taxes on business. For the year 1947-48 the Minister of Finance estimated that 
on the basis of existing taxation, the revenue would amount to £138 millions, 
against a total expenditure of £120 millions. He devoted the surplus to the 
complete repeal of the Excess Profits Duty and the Trade Profits Special Levy, 
together with a modification of the basis of taxation of the gold mines and 
minor reductions in Income Tax—though the two items first mentioned 
account for the bulk of the surplus. With the object of reducing the cost of 
living, the Minister also removed certain import duties which had been levied 
for revenue purposes. 
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On the other hand, he was not prepared to make reductions in other import 
duties, imposed for the protection of local industries, except in those cases 
where the Board of Trade and Industry considered that the industry con- 
cerned could manage with less protection. This decision must, of course, tend 
to keep internal prices high, but one must not lose sight of the Government’s 
long-term policy, which is to give every encouragement to the establishment 
of secondary industries, and thus to reduce the dependence of the country 
upon gold and other mineral resources. During the next few years the reten- 
tion of the tariffs can hardly be more than a minor disadvantage to consumers, 
because the goods are either unobtainable or their supply cost is already high 
even before duty is added. The Minister of Finance mentioned that, before 
the war, the high costs of South Africa placed it in an unfavourable position 
to compete with other countries, in agriculture as well as in industry. He 
pointed out, however, that since then, although South African costs have 
risen, those of most other countries have risen to an even greater extent, with 
the result that South Africa is now in a more favourable position to compete 
in world trade. 

Although the Budget places but little extra purchasing power in the hands 
of the private individual, the concessions to business men may have an infla- 
tionary tendency. Moreover, the Minister of Finance mentioned expenditure 
on Loan Account which during the forthcoming year may run to £50 millions, 
of which a considerable part will have to be raised by new borrowing. If this 
takes the form of long-term issues subscribed by the public, it will not neces- 
sarily add to the inflationary pressures, for the Government itself will naturally 
be spending the proceeds, the expenditure will be on production works and, 
it is to be presumed, will be effected in such a way as to cause the minimum 
aggravation of the present tendency to scramble for the available labour and 
materials. 

There, indeed, lies the crux of the situation for South Africa. She must 
build up alternative industries to gold, yet she is at present handicapped by 
high costs both of local products and of imports. Her interest will best be 
served by adding to her capital assets at as low a cost as possible. That result 
is most likely to be achieved by a temporary self-restraint where internal 
production is concerned, and by waiting for lower world prices in the case of 
those goods which she must ultimately obtain from abroad. 
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International Banking Review 


Argentina 
HE Government has sent to Congress a Bill designed to check the rise in 
| The Bill seeks powers to fix and limit for a period of two years 
the prices of both goods and services. Severe penalties are planned for 
infringements of the regulations. 

Although the Chamber of Deputies has recently made certain amendments 
to the Bill designed to control and redistribute reinsurance business in 
Argentina, the discrimination against insurance concerns domiciled abroad has 
not been entirely removed on redrafting. 

Senor Miranda, President of the Central Bank, has affirmed that Argentina 
is not prepared to continue selling meat to Britain at prices 50 per cent. below 
what could be obtained in other markets. He suggested that Argentina may 
seek other markets, declaring that the country cannot continue to subsidize 
the livestock industry by preferential rail rates. 


Australia 

Recent announcements by the Prime Minister indicate that the Common- 
wealth Government now intends to complete the implementation of Section 48 
of the Banking Act of 1945, which empowers the Commonwealth Treasurer 
to direct any trading bank not to conduct further business for any States’ 
Government authority, municipal or shire council or other semi-governmental 
body incorporated under Act of a State Parliament. The Commonwealth 
Government has given no reasons to support this policy. 


Brazil 

The talks in London between Sefior Machado, representing the Bank of 
Brazil, and British Treasury officials have ended without any clear decision 
about the purchase from arses ater funds in London of British-owned 
utilities in Brazil. It is believed, however, that Brazil is to be given permission 
to convert into dollars about ro per cent. of her sterling balances of £65 millions. 
Brazil has also agreed to continue to accept sterling in respect of current 
exports to the sterling area. 

The first draft of the proposed decree for the limitation of profits and the 
control of speculation has been published. Suggestions were invited up to the 
close of April for possible modifications of the measure which, as now planned, 
provides that any profit over 40 per cent. of total sales—excluding certain 
approved expenses—is usurious and shall be payable as additional income tax. 
The stipulation does not apply to profits made abroad, provided the excess 
profit is invested in Government bonds. 

The number of middlemen between producer and consumer is to be limited 
to three—the original purchaser, the wholesaler and the retailer or distributor— 
who will be permitted to share profits within the prescribed limits. When the 
Bill becomes law the present rule compelling exporters to invest in National 
Treasury bills 20 per cent. of the cruzeiro value of their sales of foreign exchange 
will be withdrawn 
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Colombia 

New restrictions concerning prepayments for imports into Colombia came 
into force in April. No payments will in future be permitted in advance of 
dispatch of goods, so as to ensure that no remittances are made abroad in 
respect of goods which may not be shipped within the terms of the corre- 
sponding import licence. The restriction will not affect either remittances in 
cover of availments under duly authorized documentary letters of credit, or 
shipments which can be proved to have been made during the validity of the 
import licence, subject to presentation to the Exchange Control Board of the 
consular invoice, the commercial invoice and the bill of lading within the term 
of the import licence. 


Egypt 
A statement has - n issued about the recent “* feelers "’ in Washington for a 
dollar loan. The Egyptian Ambassador formally approached the U.S. State 


Department for a rs millions loan to raise Egypt’s currency reserve from 12} 
to 25 per cent. The United States replied that it has never made a loan for 
such a purpose, pointing out that the war-time advance to China was on a 
different footing. Egypt is now considering an approach to the World Bank 
for the advance, which it is assumed will be needed to meet dollar purchases 
after the winding-up of the sterling area dollar pool. 


France 

A trade agreement has been signed with Holland, renewing for one year 
the agreement of April, 1946. Under the new arrangements, France will export 
goods valued at Irs. 9 milliards, including phosphates, textiles, iron and steel 
products and mechanical and electrical equipment. In return she will receive 
from the Netherlands agricultural and industrial products, including coke. 
Orders for ships will also be placed in Dutch yards. From the Dutch East 
Indies France is to get tin and rubber. 

France has also signed a new trade agreement with Norway. This provides 
for French exports to that country valued at Frs. 3.2 milliards, against imports 
of Frs. 2.7 muilliards. 

The Governor of the Bank of France has warned the Premier that any 
general rise in wages now may produce a degree of inflation which will make it 
impossible to maintain the present rate of the franc. 

A statement has been issued outlining the Government’s scheme for 
financing the reconstruction of properties destroyed or damaged by the war and 
the modernization of the national economy on the basis of the Monnet Plan. 
The country is to be called upon to subscribe a series of loans for these objects, 
but as present capacity for saving is limited and commercial companies can 
devote only a small share of profits to reserves, the Government intends to 
give its loan appeals special features. Thus all the moneys raised are to be 
credited to a — acc fund, though = this is formed they will 
be cared for by the Crédit National. The fund will be controlled by Parliament 
and by the economic interests involved, leaihaiinn war damage claimants, 
producers, trade unions, etc. The exact purpose of each loan will be stated. 
The first issue is expected to be announced this month. Meanwhile, a “ tap ’ 
issue is being made of tax-free 2} per cent. three-year bearer bonds. These 
issues will be convertible subsequently into the new reconstruction loans. 
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Holland 


The visit of the Dutch Finance Minister and the Economics Minister to 
Indonesia is believed to be connected with the return to their owners of Dutch, 
British and U.S. properties in Indonesia. It is hoped to reach a settlement 
of all outstanding cases within a year. 

The Foreign Exchange Note presented to Parliament by the Finance 
Minister contained no details of policy. These are being left to the respective 
departments, but a priorities committee has been set up to revise the import 
programme. The 1947 deficit in overseas payments is estimated at Fls. 2,234 
millions, which is a considerable increase on earlier estimates. Exports are 
put at Fls. 1,620 millions and other foreign income at Fls. 723 millions. Imports 
are expected to cost Fls. 3,906 millions and other overseas payments Fils. 671 
millions. The resulting gap will be covered to the extent of Fls. 907 millions 
from foreign loans. Another Fls. 498 millions will be secured by running down 
foreign balances and Fls. 265 millions by liquidating foreign securities. 

The Finance Minister has revealed that the total of money frozen by the 
monetary purge is Fls. 5 milliards, of which Fls. 44 milliards is expected to be 
mopped up by the capital increments and capital levy taxes. It is expected 
that the amount left over after the levy will be small; if this is so, it will be 
entirely freed. If it is larger than expected, frozen accounts above Fls. 5,000 
will be transferred to a frozen investment account to be released in five annual 
payments in negotiable interest-yielding scrip. 


Indo-China 


The Bank of Indo-China will in future function as a bankers’ bank and not 
as a bank of issue with fiduciary powers as at present. This was one of the most 
important decisions taken by the Indo-China Economic Conference. A new 
body, the Institut Indochinois d’Emission, will henceforth be entrusted with 
the issue and control of the country’s currency. 


Mexico 


The United States has agreed to buy $50 millions of Mexican pesos in the 
four-year period beginning on July r next. A letter from the Export-Import 
Bank to the Mexican Ambassador in Washington explains that further study 
of the Mexican application will be needed before definite commitments can be 
entered into, but in the interim the bank is prepared to approve credits to a 
total value of $50 millions to finance the dollar requirements for selected 
projects. 

The Central Bank has recently reduced the selling price for gold coins for 
export and a fair business has been reported. Some competition is being 
experienced from New York, where bar gold has recently been offered down to 
$384 per ounce. 

Newfoundland 


Discussions have been proceeding in London between the Dominions 
Secretary and a delegation from the Newfoundland National Convention upon 
the fiscal and financial relations between the two countries. As a result it has 
been made clear that there is little prospect of the British Government’s taking 
over liability for the £17.8 millions Newfoundland public loan. The guarantee 
of interest will, however, remain, and Britain is prepared to proceed at the 
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earliest with an operation designed to reduce the interest payment from the 
Newfoundland Exchequer. No assurance could be given to Newfoundland that 
large purchases of locally produced commodities, like frozen fish and iron ore, 
would continue indefinitely, such purchases being dependent upon Britain’s 
dollar position generally. 

Norway 


The U.S. Maritime Commission has permitted a variation of the terms of 
the Export-Import Bank credit to Norway which will permit 50 per cent. (by 
value) of the goods purchased against the credit to be carried in Norwegian 
vessels. 

The Ministry of Finance described the new $10 millions loan raised in the 
U.S. market as a great success. 

Peru 


The Ministry of Finance has published a statement explaining the present 
acute shortage of foreign exchange. This is said to be due to the increased 
prices of imports and the greater demand for them as a result of internal 
monetary inflation and the growth of population, the need for heavy pur- 
chases of capital goods for re-equipment of industry, and the cessation of the 
capital influx owing to the decline in confidence in the currency. 

The difficulties are said to have been accentuated by exaggerated requests 
for import licences. It is now intended to arrange for importers to present 
applications for licences 15 days before the commencement of each monthly, 
quarterly or yearly period so that all applications covering the same class of 
goods can be examined together and given pro rata treatment. 

Credits are to be sought from the International Bank and the Export- 
Import Bank for the importation of machinery needed to develop local industry 
and for the stabilization of the currency. It is proposed to continue to counten- 
ance the “ free ’’ exchange market, where the sol is now quoted at little more 
than half its official value. 

United States 


The Chairman of the Export-Import Bank has announced that the un- 
committed funds of the bank have dwindled to $800 millions, of which $500 
millions has been earmarked for China. The bank has no plan at present to 
ask Congress for an increase in its lending powers. 

Deposits of all commercial and savings banks in the U.S. showed a decline 
of about 2 per cent. in the second half of 1946. Compared with the end of 1945, 
the decline was of the order of nearly 6 per cent. 


USSR. 


An exchange of views has taken place in Moscow between the British 
Secretary for Overseas Trade and the Government of the U.S.S.R. on the 
possibilities of increasing Anglo-Soviet trade. The Russian Government has 
expressed its willingness to expand exports of timber and food to this country 
during the next few years subject to Britain’s supplying machinery and tran- 
sport equipment. The Russian Government, however, considers an expansion 
in trade to be dependent upon the extension by Britain of credit facilities. 
Talks on the question of financing future Anglo-Soviet trade are therefore to 
be held in London. If these are successful, a new trade pact may follow. 
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Bankers’ Advances against Security 


V — Guarantees 
By C. R. W. Cuckson 


HE contract of suretyship, or guarantee, is one of the contracts which 

' the ancient Statute of Frauds (1677) requires to be in writing (or in print), 

and every banker has a printed form of guarantee which he asks intending 
guarantors to sign. 

Originally simple, the banker’s printed form of guarantee has in the course 
of years developed into a long and complex document. It has been steadily 
lengthened by the addition of clauses which experience has shown to be 
necessary to enable the banker to deal as freely with the customer, and with 
his other securities, as if the guarantee had not been given, and, finally, to apply, 
if need be, the amount of the guarantee, even if paid by the guarantor at an 
earlier stage, in liquidation of the ultimate balance remaining after all the 
customer’s securities have been realized, and all dividends in his bankruptcy 
or voluntary scheme of arrangement (should either of these events occur) have 
been received. 

This does not imply that the banker is under any obligation, even if the 
form of guarantee is silent on the point, to realize the customer’s other securities, 
or to take any proceedings against him, before demanding payment from the 
guarantor of the amount of the guarantee. If the guarantee is expressed to be 
payable “‘ on demand ”’, as it usually is, such demand may be made at any time. 

It may be supposed that in practice an intending guarantor rarely troubles 
to read through the formidable document which he is invited to sign, but he 
should, of course, be allowed the opportunity of doing so if he wishes. On no 
account should he be put off with the assurance that the document is a “‘ mere 
formality ”’. 

A prudent banker will have the guarantee signed in the presence of himself 
or of a member of his staff, or in the case of a guarantee by a woman, in the 
presence of her solicitor, who will explain the effect of it to her. The form 
should certainly not be entrusted to the customer himself for the purpose of 
getting it signed by the intending guarantor, for the effect of so doing (apart 
from any risk of actual forgery) might be to constitute the customer the 
banker’s “agent” for the purpose of imputing to him any representations 
that the customer might make to the guarantor as to the nature and effect of 
the document. In Carlisle and Cumberland Bank v. Bragg (1911) a person 
was induced by a customer to sign a guarantee on his behalf, supposing it to be a 
document of a different nature, and the guarantee was held to be void. 

The question has several times been before the Courts whether a banker 
owes any duty to a prospective guarantor to disclose to him facts within the 
banker’s knowledge, relating to the customer, which, if the intending guarantor 
knew them, might dissuade him from giving the guarantee. 

The answer appears to be that the banker has no duty to volunteer any 
information as to the customer’s financial affairs or business habits, however 
material such information might be, but that he must reply truthfully (if his 
duty to the customer enables him to reply at all) to any questions that the 
intending guarantor may ask. This was so held a century ago by the House of 
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Lords in Hamilton v. Watson (1845), and modern cases are to the same effect. 
In Nattonal Provincial Bank v. Glenusk (1913) the banker was held to have been 
under no obligation to disclose to the guarantor his suspicions that the customer 
was defrauding the guarantor; and in the recent case of Cooper v. National 
Provincial Bank (1945) non-disclosure of the facts that the customer’s husband 
was an undischarged bankrupt, that he had authority to sign on her account, 
and that payment of several cheques recently drawn on the account had been 
countermanded was held not to affect the validity of the guarantee. In this 
last case it is interesting to note the opinion of Lawrence, L. J., as he then was, 
that ‘‘ the authorization by the wife to the husband to draw on her account is 
not unusual, even if he is an undischarged bankrupt ”’. 

If it is proposed that a limited company shall give a guarantee, care should 
be taken to ascertain that the company’s memorandum of association contains 
an express power for the company to enter into a contract of suretyship. Such 
a power will not readily be implied. In Re Friary, Holroyd & Healy’s Breweries 
Lid. (1922) an express power to “ subsidize or assist ’’ was held to include the 
giving of a guarantee. 

It seems convenient to mention at this point that if two or more co- 
guarantors are named in the guarantee, and one of them refuses or omits to sign, 
or dies without doing so, not only he, but also the others who have signed on 
the supposition that he would join with them are discharged from liability : 
National Provincial Bank v. Brackenbury (1906). 

And if one of the guarantors varies the terms of the guarantee without the 
consent of the others, the effect will be to discharge the others, and him also: 
Ellesmere Brewery v. Cooper (1896), where there were four sureties, two for 
£50 each and two for £25 each, and one of the sureties for £50, who happened 
to be the last to sign, wrote after his signature ‘“‘ {25 only’. This unauthorized 
amendment was held to make the guarantee void as regards the three others, 
and also as to the one who made it, on the ground that he had not agreed to be 
solely liable. 

Special provisions are necessary, and are nowadays generally found, in a 
banker’s printed form of guarantee to meet the case in which the “ customer ”’ 
is a person, or group of persons, not having power to incur liability by borrowing 
money, such as an infant, an unincorporated society or club, a non-trading 
partnership (without the concurrence of all the partners) or a company which 
has no borrowing power, or has a limited power which would be exceeded by 
the contemplated advance. The difficulty to be surmounted is that in law 
there can be no surety unless there is a principal debtor who is liable in the 
first place to repay the debt, and against whom the surety can take proceedings 
if he has to repay it, under his guarantee. 

If, however, the would-be surety expressly undertakes to be personally 
liable in any event, whether the ‘‘ customer ”’ is liable or not, the document will, 
it appears, be construed as an “‘ indemnity ’’, not as a guarantee, and will be 
valid. There is a very recent case on this point, Coutts and Co. v. Browne- 
Lecky (1946), which was the subject of an article by the present writer in THE 
BANKER for October, 1946. In that case the customer was an infant, and a 
guarantee by his father was held to be invalid for want of an undertaking by 
him to be liable in any event, which would have enabled the Court to interpret 
it as a valid indemnity. No doubt bankers have overhauled their printed 
forms of guarantee in the light of the Browne-Lecky case. 
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It would be superfluous to mention here the much older cases in which 
banker’s forms were found to be defective through some omissions which 
have long since been remedied and are now matters of common form, for 
instance, through omitting to make the guarantee cover, not merely the sum 
proposed to be immediately advanced, but “ all moneys and liabilities that 
now are or may from time to time become owing” by the customer to the 
banker, including interest and charges, with, of course, a limit on the amount 
recoverable from the guarantor. 

A modern form of banker’s guarantee will, however, as remarked above, 
contain a good many additional clauses designed for the attainment of the 
banker’s main object of making the guarantee a security for the ultimate 
balance of account owing to him by the customer, and in the meantime, until 
realization becomes necessary, of putting him in a position to deal, as freely as 
if the guarantee had not been given, with the customer and with his other 
securities. 

For this purpose it is essential to make the guarantor contract out of certain 
rights which he would otherwise have under the general law. 

One of these is, or would be, the right to a charge for any amount which 
he may have to pay under the guarantee on all securities that the banker 
may from time to time hold from the customer while the guarantee is in force, 
whether taken before or after the date of the guarantee, and whether the 
guarantor is aware of their existence or not. If the sum which the guarantor 
pays under the guarantee is sufficient to pay off, or if he voluntarily pays off, 
the whole debt, there will, of course, be no objection on the banker’s part to 
transferring to him all the customer’s securities then held, but it is considered 
reasonable to exclude his right to any securities as long as any money remains 
owing to the banker. 

Meanwhile, until the debt is paid off, the guarantee will normally empower 
the banker to act freely in giving up, or refraining from enforcing or perfecting, 
any securities that he may hold, including any guarantees given by other 
guarantors. 

Similarly, it is usual to exclude any right which the guarantor might have, 
on paying off only part of the debt, to the dividends on that part in the event 
of the customer’s bankruptcy or (if a company) liquidation, or of his making a 
composition with his creditors. To prevent any payment made by the 
guarantor from reducing the amount of the banker’s proof in such an event, 
it is usual to provide that money paid under the guarantee may be retained, 
as long as the banker chooses, in a suspense account, without being applied in 
reduction of the debt. 

A guarantor may, if he wishes, take a counter-security from the customer 
against any loss which he may suffer through having to pay up under the 
guarantee, but, as the effect of his taking such a security on the customer’s 
property would be to reduce the amount of the customer’s estate available 
for payment of his debts, the banker’s form of guarantee may provide that any 
counter-security taken by the guarantor shall be held by him in trust for the 
banker as long as any money remains owing by the customer to the banker. 

The banker’s form of guarantee will invariably exclude the long-established 
rule of the general law that a surety is discharged by any “ time or indulgence ” 
allowed by the creditor to the principal debtor with regard to the payment of 
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the debt. The observance of the general rule would hamper a banker intolerably 
in his ordinary dealings with his customer. 


DETERMINATION OF A GUARANTEE 


As we have seen above, a banker’s form of guarantee is always expressed 
to cover, not only moneys and liabilities owing to the banker by the customer 
at the date of the guarantee, but also those advanced to or incurred by the 
customer afterwards. In other words, a banker’s guarantee is a “ continuing ” 
security ; but there is no doubt that its continuing nature as to future advances 
and liabilities can be determined at any time by the guarantor’s giving notice to 
the banker: Beckett v. Addyman (1882). Probably this is so, as to future 
commitments, even if the guarantee is given for a definite period ; see the old 
case of Offord v. Davies (1862), where a guarantee for bills to be discounted 
within a period of twelve months was held to be determinable by the guarantors 
within the twelve months as to bills not then discounted. 

The question whether a sole guarantee is automatically determined, as to 
future advances, by the banker’s receiving notice of the death of the guarantor, 
without any express notice of determination by the personal representatives, 
seems never to have been definitely decided by the Courts. 

It has, however, been held that the death of one joint and several guarantor 
does not affect the continuing liability of the survivors: Beckett v. Addyman 
(1882) ; and in the Canadian case of Egbert v. National Crown Bank (1918), 
where a joint and several guarantee, expressed to be continuing until the 
guarantors or their executors or administrators should give the bank notice 
in writing to make no further advances on the security of the guarantee, was 
held by the Privy Council, on the death of one of the guarantors, to remain a 
continuing security until each and all of them, or their respective executors or 
administrators, should give notice to determine it. 

From this it would appear that a sole guarantee expressed to be continuing 
until notice is given by the guarantor in his lifetime, or by his personal repre- 
sentatives after his death, will not be determined by his death unless followed 
by notice of determination by his representatives ; but the practice of many 
bankers is to regard such a guarantee as being determined, with regard to future 
advances, by the guarantor’s death, and this is perhaps the safer course. 

A guarantee is determined, as to future advances, by the insanity of the 
guarantor: Bradford Old Bank v. Sutcliffe (1918). 

Upon the determination of a guarantee, by whatever means, the customer’s 
account should be “ broken ’’, in order to prevent all subsequent credits from 
going in reduction of the debt under the well-known Clayton’s Rule. A fresh 
account should be opened with the customer, to which subsequent credits not 
intended by him to go in reduction of the guaranteed debt should be placed, 
and upon which he may operate for future transactions. The guarantor or his 
representatives will have no right to any credit balance on the new account : 
Re Sherry (1884). The form of guarantee should provide that cheques and other 
liabilities outstanding at the date of determination, but presented or maturing 
afterwards, may be charged to the old account for which the guarantor or his 
estate is liable. 

If, during the currency of a guarantee, the customer reduces or pays off his 
overdraft, and becomes bankrupt within three months of his so doing, the 
payments so made may be held to be a “ fraudulent preference ” in the bank- 
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ruptcy, and the banker may have to refund them: see Re Conley (1938). 
For this reason the banker should not give up the guarantee, even if no debt 
remains owing on the account, until the three months have expired. 

With regard to the effect of the Statute of Limitations (now replaced by 
the Limitation Act, 1939) upon the liability of a guarantor, it was held in 
Bradford Old Bank v. Sutcliffe (1918) that when a guarantee is expressed to be 
payable ‘‘ on demand ”’ the statutory period does not begin to run in favour 
of the guarantor until demand has been made upon the guarantor for payment 
and has not been complied with. The period is six years if the guarantee is 
under hand, and twelve years if it is under seal. 

A form of quasi-suretyship is created when a third party charges property 
for the account and liabilities of a customer without making himself personally 
liable for payment of the debt secured. Bankers have printed forms for this 
purpose, and these contain clauses similar to those contained in guarantees 
and referred to above. Alternatively, a third party, if willing to do so, may 
give a guarantee for the customer’s account, and may charge his security 
directly to the banker for his own liabilities, including the liability under the 
guarantee. 

A guarantor, or depositor of third-party security, is entitled to recover 
from the customer any money which he has to pay under his guarantee, or 
loses under the realization of his security, unless the debt owing to the banker 
is not thereby completely paid off, and the form of guarantee or charge pro- 
vides that the surety is not to compete with the banker in claiming against the 
customer, or, as we have seen above, in proving against his estate in bankruptcy 
or under an arrangement for the benefit of his creditors. 

If there is more than one guarantor or depositor of security, each of them 
will, as between themselves, be liable only for a fraction of the total debt, 
proportionate to the amount of his guarantee or security. If one of them has 
to pay more than this fraction (and the banker can exact from each the whole 
amount of his guarantee or security whether the others pay up or not), he will 
be entitled to proportionate contribution from the others. 

The banker will not be concerned with the rights of the sureties among 
themselves, unless he is in the happy position of recovering more than the 
amount of his debt under all the securities for it and has money in hand to 
refund to the sureties. He should then bear in mind that, though a guarantor 
who has paid the whole amount of his guarantee will be entitled to a full 
proportionate share in the refund, a guarantor who has paid only a part of the 
sum for which he was liable cannot claim a full share without bringing into 
account the unpaid balance of his liability. 


A correspondent has pointed out an error in the previous article in this series (on page 
106 of the May issue). The statement that any person advancing money to a company 
for the purpose of paying off the preferential creditors will be entitled to the preference 
which they would have enjoyed if they had not been paid off, was too wide. It is only 
advances for the payment of wages or salaries that have this effect under Section 264 (3) 
of the Companies Act, 1929, and only, of course, to the extent to which such advances 
are actually devoted to that purpose. 


Previous articles in this series on Bankers’ Advances against Security have been as follows: 
I—FREEHOLD AND LEASEHOLD PROPERTY—February, 1947. 
II—CHARGES ON LiFE PoLicrEs—March. 
III—CuHARGES ON Goops—April. 
IV—CHARGES ON STOCKS, SHARES AND DEBENTURES—May. 
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Publications 
International Implications of Full Employment in Great Britain. 
By Allan G. B. Fisher. (Royal Institute of International Affairs, 15/-.) 


A book published under this title at any date before the war would have 
had very different subject-matter from this. It would have considered the 
influence upon world commodity markets of a stable British demand, and its 
possible contribution to the control of the international trade cycle. If it 
contemplated the possibility that full employment in this country might 
involve fundamental changes in Britain’s international trading policy, such 
changes would have been discussed primarily in relation to their effect upon 
the world at large. Professor Fisher, however, deals mainly with the question 
of what international trading policy is appropriate, from Britain’s point of 
view, to her new economic situation in the light of public insistence upon full 
employment. It is true that in part this is deliberate, a concession to the 
scepticism with which any claim to disinterestedness is nowadays received ; 
but it is far more a reflection of the changed position which Britain now 
occupies in the world economy. 

Professor Fisher is not a follower of the fashion. He lays the greatest 
emphasis on the need for economic flexibility as the condition of progress and, 
quoting Professor Robertson, ‘‘ Under no system of monetary policy ’’—or, 
we might add, of any other kind of policy either—‘* can things be very pleasant 
for a country which finds the productivity of other countries in competitive 
goods increasing faster than its own’’. Occupational security as a social 
aim he distrusts—and who, considering the recent trouble about the dismissal 
of five hundred redundant Glasgow dockers, can disagree with him? He 
therefore opposes policies aimed at stabilizing particular sections of the 
economy, whether internally or externally. As he points out, when faced 
with a decline in demand, it is exceedingly difficult to determine, in any 
particular case, whether this is a temporary phenomenon or the beginning of a 
long-term change. Policies aimed at smoothing out short-term fluctuations 
are therefore in great danger of postponing necessary adaptations to permanent 
changes. This dilemma can already be seen in the discussions on international 
commodity arrangements, such as wheat. But it is a real dilemma; and 
Professor Fisher seems, by blunting the short-term horn and sharpening the 
long-term one, rather to evade it than to offer a full contribution to resolving it. 








Works by R. G. Hawtrey 


Bretton Woods: For Better or Worse 7s. 6d. net. 
Economic Rebirth. ; ; . 5s. net. 
Economic Destiny. ; . is. net. 


** Anyone who wishes to understand our present situation must be prepared 
for some strenuous intellectual effort; to such a person Mr. Hawtrey offers 
stimulating and illuminating advice '’—Listener 
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Indeed, it is difficult to resist the feeling that this book offers a smaller 
contribution to these problems than might have been hoped, because Professor 
Fisher does less than justice to the basic concepts of full employment. At 
its face value, it is true, this phrase might cover the attempts to maintain 
home employment at the expense of the foreigner which were rife in the 
“ thirties ’’ ; but in fact such aims are entirely opposed to the ideas of full 
employment now generally accepted. The basis of these is the maintenance 
of effective demand: unemployment then becomes once more a problem of 
industry. It is surely a false emphasis, if not completely incorrect, to say 
that “if the balance of payments gets out of gear as a result of inadequate 
demand for our exports, the central problem, of which the disordered balance 
of payments is merely a symptom, is in fact the problem of diminishing employ- 
ment opportunity ’’. There is much sound analysis and much shrewd comment 
in this book. But it misses the challenge of meeting full employment fair 
and square on its own ground ; and if that is so, it cannot fully bring out its 
implications. 

EDWARD CHARLES. 


Executor and Trustee Service, by E. S. Tomlin (Crosby Lockwood & Son, Ltd., price 5/-). A 
guide for the general banking official to the scope and purpose of the specialised executorship and 
trusteeship service. 


Joint Stock Companies, Handbook on the Formation, Management and Winding up of (Jordan 
& Sons, Ltd., price 30/-). Fortieth edition of Sir Francis Gore-Browne’s classic work, thoroughly 
revised and extended by Mr. P. J. Sykes (who has assumed chief responsibility for the legal 
aspects), Mr. Stanley Borrie and Mr. Harold Lightman. This well-known handbook was first 
published 80 years ago, and its latest version marks the longest interval between two editions— 
the thirty-ninth was published in 1936. The special war-time legislation, in so far as it affects 
companies, is mainly dealt with in a new appendix, and has not been assimilated in the main 
part of the book on the ground that it is likely to prove of a temporary character. 


Principles of Banking, by S. Evelyn Thomas and M. Megrah (Pitman, price 15/-). This is 
the fourth edition of Mr. Thomas’s well-known elementary text book on banking practice and law. 
The earlier edition has been completely revised in collaboration with Mr. Maurice Megrah. The 
new partnership of authors should be particularly valuable in view of Mr. Megrah’s special 
knowledge of the law relating to bills of exchange, which necessarily figures largely in elementary 
text books. The Bills of Exchange Act is now reproduced in full in an appendix. 


Public Finance, A Study in, by A. C. Pigou, Third Edition (Macmillan & Co., Ltd., price 16/-). 
A thorough revision of Professor Pigou’s classic work with the addition of three valuable chapters 
on reparations and an entirely new section on public finance in relation to unemployment 

licy. In view of the republication of Professor Pigou’s Political Economy of War in 1939, the 
duplicated material formerly included in the main work has now been excluded. 





Publications Received 
Building Societies Year Book, 1946. Official handbook of The Building Societies Institute 
(Franey & Co., Ltd., price 15/-). 
China’s National Income, 1931-36, by Ta-Chung Liu (Brookings Institution, price $1.00). 
Civil Aviation and the Export Trade, by Norman J. Freeman (Institute of Export, price 6/6d.). 
Collective Bargaining and Decadence, by A. Grant McGregor (Pitman, price 5/-). 


Company Balance Sheets and Profit and Loss Accounts (Second Edition), by Frank H. Jones 
(W. Heffer & Sons, Ltd., price 12/6). 


Enterprise First. The relationship of the State to Industry, with particular reference to Private 
Enterprise, by William Wallace (Longmans, Green & Co., price 8/6d.). 


Income: An Introduction to Economics, by A. C. Pigou (Macmillan & Co., Ltd., price 5/-). 


Measuring Business Cycles, by Arthur F. Burns and Wesley C. Mitchell (National Bureau of 
Economic Research, price $5.00). 
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Appointments and Retirements 


Bank Economist as General Manager 


One appointment announced since the last issue of THE BANKER appeared deserves to be 
separately recorded, on the ground that it makes banking history. Mr. W. F. Crick, economic 
adviser to the chairman and executive of the Midland Bank, has been appointed general manager 
for Research and Statistics. This appointment has been applauded even beyond the wide 
circle of Mr. Crick’s friends and colleagues for the indication it gives of the recognition, in the 
largest of the banks, of the importance of a wide economic view, not only in the formulation of 
bank policy, but also in day-to-day administration. Ifthis new departure in organisational policy 
becomes a precedent, it may have important long-run effects—especially in view of the changing 
character of banking in the post-war world. 

On a somewhat more personal plane, Mr. Crick’s promotion sets the seal upon a distinctive 
contribution in this field. Best known among the bank economists, Mr. Crick has been a pioneer 
in exploring the economic aspects of practical banking, and has long since demonstrated that the 
role of the economist in a large bank far transcends the function of running an “ intelligence ” 
department, however admirably that may be conducted. ‘‘ The time has come,” declares the 
Midland Bank in its announcement, “ to integrate this work (provision of economic information 
and research) more closely with the conduct of the Bank’s day-to-day business.” 


Barclays Bank (D., C. and O.)—Sir William MacNamara Goodenough, Bt., who was recently 
elected chairman of the board of directors of Barclays Bank, Ltd., has resigned his chairmanship 
and seat on the board of Barclays Bank (Dominion, Colonial and Overseas). Mr. Julian Stanley 
Crossley, a deputy chairman, has been elected chairman of the board. Mr. D. Carter to be general 
manager (staff). Mr. H. P. Sheldon has retired from the position of assistant general manager 
and has been appointed a member of the London Committee. 

District Bank—Trustee Department, 57, King Street, Manchester: Mr. H. Stott to be Trustee 
sub-manager. Todmorden : Mr. Oates Manley to be manager. 

Lloyds Bank—Birmingham Committee : Mr. A. Chamberlain, of Spring Cottage, 62, Wellington 
Road, Edgbaston, Birmingham, has been appointed a member. Yorkshire Committee : The Rt. 
Hon. The Earl of Scarbrough, G.C.S.I., G.C.I.E., of Sandbeck Park, Rotherham, Yorkshire, 
has been appointed a member. Head Office: Mr. H. C. F. Holgate, Ph.D., an inspector, to be 
editor’s assistant, Lloyds Bank Review. City Office, E.C.: Mr. G. ¥Y. Hinwood and Mr. J. C. 
Hosking, M.C., assistant managers, to be joint managers on Mr. E. J. Sawtell’s retirement after 
46 years’ service. Mr. L. G. Bretton, from Leadenhall Street, E.C., to be an assistant manager. 
Pall Mall, S.W.: Mr. R. Polley, of Pall Mall, to be a section manager on Mr. H. W. Walter’s 
retirement after 42 years’ service. Amersham: Mr. F. J. Sprackling, from Maidenhead, to be 
manager on retirement of Mr. J. P. Robinson after 45 years’ service. Ascot: Mr. C. M. Fyson 
to be manager. Bradford: Mr. L. Leach, from Keighley, to be assistant manager. Cullompton : 
Mr. F. Burden, from Combe Martin, to be manager on retirement of Mr. J. G. H. Jago after 44 
years’ service. Edenbridge : Mr. F. A. Tompsett, from Redhill, to be manager on retirement of 
Mr. E. D. Roberts after 43 years’ service. 125, Oxford Street, W.: Mr. D. T. Stephens, from 
Baker Street, N.W., to be manager on retirement of Mr. A. C. Grigg after 48 years’ service. 
Portslade and West Hove: Mr. H. E. Wright, from Ramsgate, to be manager on retirement of 
Mr. A. D. S. Robertson after 44 years’ service. St. Leonards-on-Sea: Mr. A. D. Edgar, from 
Tunbridge Wells, to be manager on retirement of Mr. J. H. Crocker after 45 years’ service. 
South Woodford, E.: Mr. A. W. Morgan, from Knightsbridge, S.W., to be manager on retirement 
of Mr. L. W. Bristo, owing to ill health. Stamford : Mr. G. W. Montgomery, from Louth, to be 
manager. Sudbury (also Halstead) : Mr. F. A. Willman, from Stamford, to be manager on retire- 
ment of Mr. R. Fenn after 43 years’ service. Tunbridge Wells: Mr. P. W. Reynolds, from 
Cambridge, to be sub-manager. 

Martins Bank—Head Office : Mr. A. Tunnington to be secretary on retirement of Mr. F. Gray 
after 47 years’ service. 


Midland Bank—Head Office : Mr. W. F. Crick, economic adviser to the chairman and executive’ 
to be general manager for Research and Statistics. London, Putney : Mr. B. B. Cobb, of Wands- 
worth, to be manager. London, Tooley Street: Mr. R. F. Greenway, of Electra House, to be 
manager on retirement of Mr. S. T. Hancocks. London, Aspatria: Mr. R. C. Matthews, of 
Brampton, to be manager on retirement of Mr. T. Thwaytes. Colchester: Mr. W. V. Bovey, of 
Gerrards Cross, to be manager on retirement of Mr. T. H. Warren. Denbigh: Mr. W. R. Jones, 
of Bala, to be manager on retirement of Mr. W. H. Jones. Bedale : Mr. F. J. Hind to be manager 
on Mr. S. H. Smith’s retirement. Hove, Church Road: Mr. K. H. Apps, of Hailsham, to be 
manager on retirement of Mr. F. W. Serres. Hull, Hessle Road : Mr. E. R. Tutill, of Silver Street, 
Hull, to be manager on retirement of Mr. T. D. A. Micklethwaite. Liandovery : Mr. W. Davies, 
of Newcastle Emlyn, to be manager on retirement of Mr. S. G. Davies. Nottingham, Radford : 


(Continued om page 196 
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Banking Statistics 


be ' National Savings 
ger (£ millions) 
= (1) Small Savings 
' of Savings Savings 
icy Certi- Defence Savings Certi- Defence Savings 
“ ficates Bonds Banks Total ficates Bonds Banks Total 
8 (net) (net) (net) tt Small (net) (net) (net)tt Small 
_ 1946 Apl... 1.0 36.38§ 16.3 53.6§§ 
- . Wee 2 as 55-4 20.8 98.0 174.2 May .. 0.3 56.08§ 10.6 66.9 
oe II .. 97.5 54-4 92.6 244.5 June.. - 0.3 3.6 9.3 12.6 
” i ae | a hee oe July .. — 1.4 5-5 S.r 12.2 
he ae 34.9 18.9 69.6 123.4 Aug... — 0.2 4-4 14.9 I9.1 
vn Sept... 0.4 3.5 12.6 16.5 
1945 I .. 44.3 19.8 108.7 172.8 Os... 2.8 4.8 17.9 25.5 
Ss . 8.6 S65 76.4 229.9 mov... 3.8 11.6 4.5 19.3 
me IZ2.I 30.3 99.7 142.1 ... 62 2.1 — 10.6 — 4.3 
tly IV... 39.2 87.2 76.4 202.8 1947 Jan... 8.7 10:6 14.4 33.7 
ip Feb. .. 5.6 4.7 gs 25.5 
ley 1946 I .. 13.2 62.0 120.7 195.9 Mar... 25.4 5.8 = 2.6 27.9 
ral II .. 4.0 95.9 36.2 133.1 Apl... 27.7 2.4 11.9 42.0 
er im . =82 44 36:6 «8 §§ Totals and apportionment between months 
IV... 10.8 17.9 11.8 40.5 amended to allow for adjustment in official 
ee | figures. tt Including Release Benefit 
. tog7 FF «. $6.7 20.4 27:6 87:5 Accounts from July, 1945. 
| 
on 
at. | (2) Large Savings 
re, . National Interest National Interest 
be War Savings free Total War Savings free Total 
C. Bonds Bonds Loans Large Bonds Bonds Loans Large 
er 1946 - as a 2.8 -4 3.5 
Jr. 1943 I .. 178.7 178.4 2.4 359-5 as. =-— £64 = ea 
rs . It .. 209.7 393.8 2.3 364.9 a — 129.9 — 129.9* 
be It -- 159.3 88.4 I.4 249.1 Sy ks — 152.3 — 152.3f 
on | IV .. 130.6 66.6 3.2 200.4 1947 I. — 26.0 —  26.of 
ee I A an Reebee 2.1 2.9 267.1 ;: en ena ee 
44 si ss cna. “he Me 386. I 24% TREASURY STOCK$ 
of t HE .. «694.3 78.2 .9 166.4 ’ Cumulative Total 
m | IV .. 142.2 68.3 ‘5 214.ot 1946 Nov. -» 108.15 108.15 
e. es... - 44.10 152.25 
of |} 1945 I .. 4 95-9 1.2. 97.5t 1947 Jan... .. 2§.60 177.85 
m Es 26.1 81.4 -5 108.0f Feb. .. a8 0.10 177.95 
e. ] sw. 388.2 907.8 .6 396.5 Mar. .. +e 0.34 178.29 
ot : IV 211.8 571.3 3 703.4 Apl. .. ga a 178.29 
be t Duiiatine Suhewe Bonds: 1944 1V, £37.3 mns.; 19451, {165.2 mns.; 1945 II, £124.4 mns. 
“ | * Savings Bond Tap suspended July 9, 1946. { 2$% Treasury Stock. § Tap suspended January 
: II, 1947. 
y 
Floating Debt 
e’ May 17, April26, May3, Mayr1o, May1z7, 
- 1946 1947 1947 1947 1947 
re Ways and Means Advances : £m, £m. £m. £m. £m. 
of | Bank of England .. i a — — - os 5-3 
of Public Departments ee - 420.9 519.9 507.9 401.3 348.0 
s, Treasury Bills : 
or Tender ns as 7 oh 1870.0 2190.0 2190.0 2190.0 2190.0 
e Tap .. — a 2536.1 2692.1 2661.5 2629.4 2627.1 
t, Treasury deposit receipts aa és 1529.0 1463.5 1463.5 1463.5 1463.5 

















| 6356.0 6865.5 6822.9 6684.1 6633.8 
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Treasury Deposit Receipts 4 
Including 
prior Outstanding 
Raised Redeemed Encashmentst (end of period) 
Menthly* : £m. £m. £m. £m. 
1946 Jan. SD « ai es 139.5 177.5 4.5 1598.5 
Feb. 23... ai aa 210.0 236.5 5.5 1572.0 
March 30... is ‘< 455.0 468.0 4.5 1559.0 
April 27 .. 4 a 430.0 446.0 6.5 1543.0 
May ee a al —- 60.0 19.0 1483.0 
June 30.. a ind 190.0 282.5 : 1390.5 
July 27.. Ne s+ 20g.0 136.0 1479.5 
Aug. 31 .. - ~+ 455.0 287.5 1647.0 
Sept. 30 .. ie ae 500.0 368.0 1779.0 
Oct. oe a. “i = 380.0 416.0 1743.0 
Nov. 30.. os Re — 0.5 1742.5 
pee. Bf . ov os 131.0 197.0 1676.5 
1947 Jan. 98 xi it iv 194.0 213.0 1657.5 
Feb. 22 .. 1 o« 230.0 359.5 1508.0 
March 31 .. 7 es 543.0 594.5 1456.5 
April 26.. 387.0 380.0 ‘ 1463.5 


* Periods ended on last Saturday in each month, except at final month in each quarter. 
+ Figures to May 25, 1946, when last Monthly Debt Return appeared ; since then no figures 
of pre-encashments have been published. 


WEEK-TO-WEEK BORROWING 


Net New Net New 
Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 
1946 1947 

Sept.2r .. 80.0 16.5 63.5 Jan.1r .. 194.0 184.0 10.0 = 
» 30 .. 100.0 119.0 —- 19.0 - ae. ss — 5.5 - 5.5 

» 25 «s as 23-5 ~ 23.5 ze 
Oct. 5 .. 160.0 165.5 - §.5 Feb. 1 .. — 24.0 — 24.0 
» 2 as 2 138.5 r.5 Be wae -= 33.5 — 33.5 
« 20 is 80.0 90.5 -— 10.5 a Ws 80.0 140.0 - 60.0 
eo 21.5 - 21.5 » SS « B08 mee — 32.0 

Mar. = .. 60.0 94.5 — 34.5 
Nov. 2 .. — —- — ‘a 8 .. 130.0 160.0 — 30.0 
‘ ia = _ — oo» t «. Se “Bes - 8.5 
a Ae an on -—— — — waar 80.0 81.0 - 1.0 
» @2Be = 0.5 - 0.5 ~~ gt « t25-6 S0e5 22.5 
so 2c -—- -— Apl. 5 .. 147.0 160.0 - 13.0 

o 32 «6 340.0 140.0 — 
Dee. 7 .. oon _— — eo OO «s Be 30.0 20.0 
«= Sh a 70.0 83.5 — 13.5 ~~ ae «.- oo — — 
~ 2 . Ghee seks — 40.5 May 3 ..— — — 
» 3 1.0 13.0 -— 12.0 oS Oe as —_ 





Ordinary Revenue and Expenditure 


Year to Ord. Ord. By Ord. Ord. 
Mar. 31: Exp. Rev. Deficit Quarters : Exp. Rev. Deficit 
£m. _ -, II I om 3 0 7 6 

* ™ * 1 ee Oo. ° ° 

1938 .. 898.1 872.6 25.5° 944 am | saan > 780.8 
1939 «+ ~=—-:1054.8° 927.3 a87-3 IV .. 1502.0 654.3 847.7 
1940 .. 1809.7* 1049.2 760. 5* 1945 I .. 1609.8 1246.7 362.9 
1941 o> 3867.2 1408.9 2458.3 II .. 1306.3 611.0 695.3 
1942 a 775.7 2074.1 2701.6 Til .. 1443.7 759.5 693.2 
1943... «5623.2 2819.9 2803.3 weil ' “s a Pe sg 7s 
1944 «+ 5788.4 = 3038.5 2749-9 II .. 902.0 629.0 273.0 
1945 -- 6057.8 3238.1 2819.7 HI .. 938.3 712.1 206.2 
1946 -- 5474.8 3284.5 2190.3 IV .. 861.1 738.6 122.5 
1947 +. 3910.3 3341.2 569.1 1947 I .. 1228.9 1261.5 32.68 





* Allowing for loan expenditure. § Surplus. 
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GUINNESS, MAHON & CO. 


MERCHANT BANKERS 


ESTABLISHED 1836 
53, CORNHILL, LONDON, E.C.3 





GUINNESS & MAHON 
17, COLLEGE GREEN, DUBLIN 





GUINNESS MAHON 
REPRESENTATION CO. INCORPORATED 


115, BROADWAY, NEW YORK, 6 N.Y., U.S.A. 























CATER, BRIGHTWEN & CO., LIMITED. 


Incorporating ROGER CUNLIFFE, SONS & CO. 


BALANCE SHEET, 5th APRIL, 1947. 


LIABILITIES P ASSETS £ 


SHARE CAPITAL: Cash at Bankers and in hand 1,040,522 
Authorised, Issued and Fully Paid : British Government Treasury Bills, Bank 
£800,000 5% Cumulative Pre- Bills and Trade Bills, less Rebate 

ference Stock. . .. 800,000 Reserve, and short dated ‘securities .. 68,498,426 
£400,000 Ordinary Stock .+ 400,000 British Government Securities at Cost, 
———_ 1,200,000 less Share Premiums and Securities 

GENERAL RESERVE: Reserve .. 15,650,516 
Balance per last Balance Sheet .. 400,000 Advances against Security and ‘Sundry 

Transferred from Share Premium e Accounts .. 461,540 

Account tie at .. 800,000 

———_ 1,200,000 

Profit and Loss Account .. a Re 58,241 


2,458,241 
Loans against Bills and Securities. . -. 82,912,154 
Deposits, Sundry Creditors and Reserve oe a } ectors 


for Contingencies . . 244,309 4 
Proposed Final Dividend on the Ordinary VICTOR AGAR-ROBARTES 


Stock, less Income Tax .. 36,300 
NOTE.—There is a contingent liability in 

respect of Bills rediscounted, amounting 

to £9,295,165, excluding Treasury Bills. 


£85,651,004 
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1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 


Period Ended : 


1944 April 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 


1945 Jan. 
Feb. 
Mar. 
April 


29 
27 
30 
29 
26 
30 
28 
25 
31 
27 
“4 
31 
28 


Exchequer Issues and Receipts 
WEEKLY AVERAGES 


Total 
Expendi- Ordinary Deficit 
ture§ Revenue 
£m. £m. £m. 
19.2 17.0 2.3 1945 May 
28.8 18.8 10.0 June 
63.9 24.0 39.9 July 
88.5 36.0 52.5 Aug. 
102.6 50.2 52.3 Sept. 
110.7 55-4 55.2 Oct. 
114.8 61.0 53-7 Nov. 
110.4 62.9 47.0 Dec. 
85. 63.9 21. 
se sil ’ 1946 Jan. 
Feb. 
109.6 45.6 64.0 Mar. 
109.6 50.5 59.1 April 
108.7 43-3. 65.4 May 
112.0 57.6 54.4 June 
107.5 53-1 54.4 july 
123.6 56.7 66.9 Aug. 
118.6 52.5 66.1 Sept. 
110.2 47-3 62.9 Oct. 
116.5 49.8 66.7 Nov. 
Dec. 
112.4 £42..3 a 
123.4 110.9 12.5 1947 Jan. 
133.7 75.1 58.6 Feb. 
100.2 50.2 50.0 Mar. 


26 
30 
28 
25 
30 
27 
a4 
31 


26 
23 
31 
27 
25 
30 
27 
31 
30 
26 
30 
31 


25 
22 
31 


Total 


Expendi- Ordinary Deficit 


ture § 


= 
° 
“I 
co co OO OO” 


i 
io 
fo.) 
5 

Ne} 


oa) 
“J 
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71.1 
93.8 
154.2 


§ Ordinary expenditure plus other expenditure (excluding sinking funds 
expenditure of a capital nature). 


1943 May 


June .. 
July .. 
Aug. .. 
Sept. .. 


Oct. 


Nov. .. 


Dec. 


1944 Jan. 
Feb. 


Apr. 
May 


jJune.. 
July .. 
Awe. «. 
Sept. .. 


Oct. 


Nov. .. 


Dec. 
1945 Jan. 
Feb. 


Mar. fe 


Apr. 


rPwWwW Onn DO 
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I 


I 


*j.e. Outstanding at end of month. 


Paid 
Off 
£m. 

16. 

13. 

24. 

10. 

23. 

30. 

15. 

ae: 


DOW OWL HO 


00.1 
85.9 
50.8 
18.9 
19.8 
14. 
20. 
> 


20. 
Ig. 
20. 
78. 
Iz. 
66. 
16. 
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* Surplus. 


Tax Certificates 


Net Paid 
Raised  Issue* Raised Off 
£m. £m. £m. £m. 
23.1 480.5 1945 May .. 33.1 12.9 
33-5 514.0 June .. 51.3 24.7 
23.2 $37.2 July .. 25.3 21.0 
13.4 550.6 Aug. .. 28.0 13.2 
32.2 582.8 Sept... 39.7 41.7 
15.0 597.8 Oct. .. 23.6 24.6 
12.3 610.1 Nov. .. 31.2 20.5 
36.5 646.6 Dec. .. 54.8 19.0 
51.7 594.9 1946 Jan. .. 28.5 58.1 
34.6 560.3 FeD. .. 40.8 113.7 
1.5 561.8 Mar. .. 51.4 I01.7 
18.9 580.7 Apr. .. 36.9 28.5 
II.3 592.0 May .. 15.4 16.2 
32.8 624.8 June .. 22.8 24.9 
13.5 638.3 July .. 15.1 19.1 
10.6 648.9 Aug. .. 20.9 18.2 
38.0 686.9 sept... 23.§ 20.1 
8.2 695.1 en. os 32.97 286.2 
22.3 717.2 OV. .. 22:9 24.9 
42.5 759.7 Dec. .. 35.0 — 5.0 
-— 26.1 733.6 1947 Jan. .. 20.5 46.9 
49.7 683.9 Feb. .. 27.0 81.7 
7.2 64.7 Mat... 24:2 S2:0 
8.9 691.6 Apr. 9.5 27.4 


7 Record to date. 


Revenue 
£m. £m. 
39.6 48.2 
50.6 62.3 
61.2 49.5 
49.5 54-3 
59.9 56.9 
52.9 54.2 
49.0 55-5 
50.6 56.9 
99.8 17.69 
114.1 16,4* 
82.9 43.1 
55.2 33.8 
49.1 18.4 
42.7 34.6 
54.9 13.6 
58.4 42.5 
48.7 24.5 
54.8 12.9 
67.2 39:9 
45.° 32.3 
102.1 30.9* 
107.7 13.9* 
88.2 66.0 
but including 
Net 
Raised Issue* 
£m. £m. 
20.2 711.8 
26.5 738.3 
4.3 742.6 
14.8 757-4 
- 2.0 755.4 
- ¥.5 754.3 
10.7 705.0 
35-7  800.7f 
- 29.6 771.0 
- 72.9 698.0 
- 50.3 647.9 
II.1I 659.0 
- 0.8 658.2 
- 2.1 656.1 
- 4.0 652.1 
2.7 654.8 
1.4 656.2 
—- 3.4 652.8 
- 0.2 652.6 
30.0 682.6 
-— 26.4 656.2 
— 54.7 GOoI.5 
-— 57-8 543-7 
- 17.9 525.8 
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Since 1834, we have imported the world’s finest cigars. 
This experience has brought with it many privileges. 

For privilege it is, indeed, to be able to smoke 
and recommend to others a cigar so delicate 
in flavour and so delightfully mild as La 
Tropical de Luxe. Knowing that this cigar 

has met the demand of critical taste for 
over 70 years we can, and do, (as sole 
importers of this brand in the United 
Kingdom) recommend it unreservedly 


LAMBERT & BUTLER 


A TROPICAL 


DE LUXE 


bys: 
BEG h 
SOY IEEE: 
Wario LE ss 
yy, ULI GEA a f 4 
*; 0220 le. Y CALS is, 
oa eS CaS Ss . . 
LEZ IZE ; if i Faultless Jamaican Cigars 
ZB 
SLL GES. . : { if 
cf SLED? A, ¥ / / i 
LLAZ5— ZA $ Hy All usual sizes in boxes of 25 and 50 
on 7h = A see: 
. Hs 


ee - 
Z % Manufactured b 
YG YLELIE LILLE: f B. &). B. MACHADO TOBACCO CO. LTD. 
LLY TY 24 \ LEME vee KINGSTON, JAMAICA, 3.W.1. 

GA CDE nitty 2 yh ANGEL 


LAMBERT & BUTLER BRANCH OF THE IMPERIAL TOBACCO CO. (OF GREAT BRITAIN & IRELAND), LTD. L.T 





3S 













BRIGHTON 


GRAND 


HOTEL 


(Completely Renovated) 


Now 
RE-OPENED 


with 
EVERY AMENITY 


Telephone: 
Brighton 3232 






EMPIRE QUALITY WINES 


Four Gold Medal Awards, 
London, 1936, 1937, 1938. 


Proprietors 


SOUTHARD’S of LONDON 


ESTABLISHED 1814 













GRAND, Brighton 
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Bank Advances in Great Britain* 
(Latest quarterly statements) 


February, 1946 November, 1946 February, 1947 



































% of % of % of 
£o00’s_ total fooo’s total f£o00's _ total 
Coal mining ~ os its ae 8,925 ..3 10,218 ae 8,518 .8 
Quarrying, etc. .. - sa 2,328 «2 2,687 “2 3,085 f 
Iron and steel and allied trades «ss 59,963 1.8 14,661 1.5 14,631 1.4 
Non-ferrous metals ia a ae 1,978 x 2,275 a 2,839 2 
Engineering, etc. .. fa .. 66,557 7.8 66,874 7.0 72,654 9.5 
Shipping and shipbuilding me -. 10,318 2.3 10,316 z.1 10,651 1.0 
Transport and communications tin 9,570 ‘8 10,447 2.4 13,005 2.3 
Cotton a vr Sa as ‘ 7,091 8 6,831 Pe 4,845 5 
Wool ‘ ws a ‘i wi 4,315 _ 9,633 1.0 9,543 9 
Other textiles ‘ -M we ~« omege 2.2 11,094 2.9 12,724 1.2 
Leather and rubber we e% os 4,925 .6 5,785 .6 6,576 .6 
Chemicals .. ae % a 9,185 I.I 9,114 1.0 12,007 a5 
Agriculture and fishing wa ii --» 66,489 7.8 79,253 8.2 80,123 7.8 
Food, drink and tobacco. . se .. S9a00 6.8 73,192 7.6 64,531 6.3 
Retail trade nie - ma -. 62,248 7.3 75,791 7.9 88,019 8.6 
Entertainment... ‘ i «« 6,731 3.3 21,817 2.3 24,473 2.4 
Builders and contractors. ei -. gag7e 4.6 48,320 5.0 52,118 5.1 
Building materials a 4,988 .6 6,582 — 7,758 .8 
Unclassifiable industry and trade -. 27,926 2.2 37,941 3.9 43,216 4.2 
Local Government authorities .. . 78,696 9.3 72,982 7.6 78,931 7.9 
Public utilities (other than transport) . oa 7,285 9 9,659 I.0 13,541 2.9 
Churches, charities, hospitals, etc. .. 10,369 5.9 13,577 1.4 14,057 1.4 
Stockbrokers oo ~~ a 5 4,081 .5 4,137 -4 5,409 5 
Other financial .. ocd «+ 93,268 .6 77,087 8.0 88,477 8.6 
Personal and professional — hd .. 239,549 28.2 281,148 29.2 295,248 28.7 
848,307 100.0 961,421 100.0 1,026,979 100.0 

* Including all members of British Bankers’ Association 
Appointments and Retirements [Continued from page 190 


Mr. W. A. Sale, of Victoria Street, Nottingham, to be manager. Penistone : Mr. F. W. Thorpe, of 
Wakefield, to be manager on retirement of Mr. L. W. Rothery. Retford: Mr. S. F. Lees, of 
Witham, to be manager on Mr. T. Scott’s retirement. Southam: Mr. W. H. Sawbridge to be 
manager on retirement of Mr. E. H. Haynes. Worksop: Mr. G. G. Abraham, of High Street, 
Worcester, to be manager on retirement of Mr. H. Osborne. Birmingham, Aston Cross: Mr. H. 
Bevon, of South Yardley, Birmingham, to be manager on Mr. A. C. Cleaver’s retirement. Birming- 
ham, Moseley Road : Mr. W. J. James, of Witton, to be manager on retirement of Mr. W. R. N. 
Heseltine. Tredegar : Mr. W. R. John to be manager on retirement of Mr. W. L. Coles. Midland 
Bank Executor and Trustee Co., Lid.—York, 13, Parliament Street : Mr. J. Norris, of Leeds, to be 
manager. 

North of Scotland Bank—Aboyne : Mr. W. G. Towns, from Fettercairn, to be manager on 
Mr. A. L. Stronach’s retiremen’:. Fettercairn : Mr. G. Robertson, from Dufftown, to be manager. 
Dunfermline: Mr. D. Drysdale, from West George Street branch, Glasgow, and attached to 
branch superintendent’s department, Head Office, to be manager on Mr. G. S. Turner’s retirement. 
Royal Bank of Canada—Mr. J. Muir, general manager of the bank since 1945, has been 
appointed a director. 

Union Bank of Scotland—Forfar : Mr. J. L. Johnston to be manager on Mr. W. Drummond’s 
retirement. Johnstone: Mr. R. G. C. Barbour, from Regent Street, London, to be manager on 
Mr. W. Mitchell’s retirement. 


“ The Perfect Holiday” at AVON CASTLE 


BOOK NOW FOR THIS SUMMER 


75 acres private estate beside the River Avon. !} miles fishing, boating, swimming, dancing. 
Golf nearby. Riding (in the New Forest). Licensed. Perfect cuisine, comfort and contentment 


Write now for illustrated folder 
RINGWOOD (near Bournemouth), HANTS. ‘Phone Ringwood 600 
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With highly specialised departiments 
providing every banking facility the 
District Bank offers expert agency- 
service to Overseas Banks 


DISTRICT BANK 


LIMIT! 


FOREIGN DEPARTMENT : 








HEAD OFFICE: 13, Spring Gard: ns, PRINCIPAI 
cman Manchester, 2. cae 
ay er rs Lc 
Spring Gardens, 76, Cornhill, London, E.C.3 LONDON OFFICE 
Aar « 
Manchester, 2 2, Castle Street, Liverpool, 2. 75, Cornhill, E.C.3. 
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PANCADA, MORAES & Co. 
Banher 


37, Rua Augusta Teleg. Addr. 


Lisbon Pamoca 
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VALUATIONS 


For more than 60 years the name of LEOPOLD FARMER & SOd 
has been associated with the valuation of 


INDUSTRIAL PROPERTIES, PLANT AND MACHINERY 
An accurate valuation of property and plant may be uriiised for a 
| variety of purposes. It cannot, therefore, be ove rg sised that 
| the opinion of vaiue should carry firm of repute 


| LEOPOLD FARMER & SONS 


| Surveyors, Valuers and Auctioneer 
46, GRESHAM STREET, LONDON E.<¢.2 
Tel. MONARCH 3422 
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UNION BANK 


OF SCOTLAND 


INCREASE IN LOANS AND ADVANCES 


SIR STEVEN BILSLAND’S REVIEW 


HE annual meeting of hareholdet ol 
the Union Bank of itland, [.td., was 
held in Glasgow on May 7, r A. Steven 


Bilsland, Bt., M.C., D.L., Chairman of the 
Bank, presiding 


In submitting the Director I it the 
Chairman said that for some tim Board 
had had under consideration tl 1estion oO 
extending the influence of the Bank in L lon 
and the Aberdeen district and they would have 
learned with interest that representative local 
Boards had been established in these centres 

lt would have been observed if » the 
accounts that the Balance Sheet total had now 
reached £78,000,000, an increase ol ), 200,000 
ver last year’s figure This was chiefly 


accounted for by the continued increase in 
the amount of deposits, which at £66,500,000 
vere } 700,000 highe t] an last yvear The 
volume of the Bank’s note circulation con- 
tinued to expand and at 46,600,000 showed an 


increase of 4977,000 


On the assets side cash and money at call 
amounted to {17 increase of 
Bills under discount at £1,614,000, 
which included {960,000 British Government 
rreasury bills, were practically the same as last 
year, but their holding of Treasury deposit 
rec eipts at 46,500,000 showed an increase ol 
amounted 


35 per cent. of thei 


170,000 an 


$945,000 


1.500.000 These liquid resources 
in all, to £25, 


liability 


254 ooo, OT 
on deposits and notes in circulation 
British Government securities stood in the 
books at 427.270,.000, an increase of £2,870,.000 

37. > 3 ; 


during the year under review 


GROWING DEMAND FOR 
ACCOMMODATION 


For some years the steady decline in banking 
advances had been a matter of concern and had 
presented difficult problems in regard to the 
remunerative employment of a suitable pro 
portion of their funds. As had been mentioned 
a year ago, however, there were indications that 


demands for banking accommodation were 
growing and thev were very pleased to record 
that their loans and advances at £10,670,000 


owed a satisfactory increase of {2 
There was no doubt that the continuance of the 
uncertainty in regard to the restrictions to be 


230.000 


iid upon private enterprise was certain to place 
. detinite check on borrowing for the purposes 
of reconstruction and the development of new 
undertakings 
‘The profit for the vear amounted to / 339,000 
1 increase of £7,500 compared with last year, 
and this was arrived at after making full pro 
vision for taxation and for all bad and doubtful 
debts \ sum of £50,000 had again been placed 
to Reserve Fund, making it £2,150,000, and 
in view of the restrictions which still existed in 
regard to property outlays, it had been thought 
i illocate £30,000 for deferred 
repairs and renewals, as against the sum of 
{20,000 provided last year The Directors 
again recommended that a sum of £40,000 br 
t of their liability for pensions 
and allowances \fter giving effect to these 
illocations and providing for the dividend of 
per cent. recommended by the Board, the 
rrv-forward would amount to 160,000, an 
increase ot 


idvisable to 


set aside in respe 





2 000 


COUNTRY’S GRAVE SITUATION 


The outlook to-day must cause concern to 
everyone who appreciated the facts. The dis- 
location in our affairs caused by war had been 
far greater than the visible signs suggested and 
had disrupted both our external and internal 
position The most serious aspect of our 
national position to-day was that the extreme 
gravity of the situation was not generally 
understood and a strong feeling of complacency 
was more apparent than a due appreciation of 
ur present-day problems. 





\t present we were living on credit, on the 
roceeds of our loans from the U.S.A. and 
anada. A year ago we were awaiting the out- 
come of the negotiation for the American Loan. 
To-day grave concern was expressed that this 
facility was being expended more quickly than 
had been originally expected. That situation 
had been brought about chiefly by the effect of 
the rise in commodity prices, through the drain 
of our commitments in Germany and because of 
our failure to expand our exports this year at 
the rate attained in 1946. There was no escape 
from the position that we must rebuild our 
export trade, not only to the volume of 1938, 
but to 75 per cent. above that level, and do this 
before our credits were exhausted. 
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Not only so, we must direct our exports in 
such a way that the “hard currency ’”’ so 
necessary to balance our accounts was pro- 
vided. In this, so far, we had been less success 
ful than our situation required. The time was 
short—the task was a heavy one—and if we 
failed to succeed we would be unable to sustain 
even our austerity standard of living. In the 
face of the present position we must feel the 
greatest concern regarding the effect of the 
reduction in the hours of work and the con- 
tinuance of voluntary absenteeism at the 
present regrettable rate. 


MAXIMUM PRODUCTIVITY ESSENTIAL 


If we were to compete successfully in foreign 
markets—and that was essential for our 
existence—it was necessary for costs of pro- 
duction to be held at an economic level. To- 
wards that end it would seem that our resources 
of man-power and materials must be marshalled 
to obtain the maximum productivity and that 
could only be achieved by giving industry as 
much freedom as possible from controls and 
on the assumption that the Government was 
prepared to devote more time to administration 
rather than to the introduction of legislative 
measures. 


The position was grave, but, as already 
mentioned, it did not appear to be generally 
understood. The people of this country had 
never failed to rise to the occasion in perilous 
times, nor to react to a plain statement of fact 
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THE NATIONAL CITY 


There was great need to-day for real leadership 
to bring home to everyone the seriousness of our 
economic position. Given that leadership we 
could overcome our difficulties. 


The facts of our national economic position 
were clear and inescapable. The demands on 
the people of this country after six years of war 
were severe. There never had been more need 
for concentration on our essential difficulties, 
for co-ordination and hard work among all 
classes to overcome them and for national 
leadership to direct our efforts. 


TRIBUTE TO STAFF 


On behalf of the shareholders the Chairman 
expressed sincere appreciation of the loyal and 
efficient service of the staff of the Bank in 
Scotland and in London throughout the year. 
With a few exceptions the members of the staf 
who were on Service had now returned to duty 
and their return had eased the burden of those 
who carried on the work of the Bank with so 
much devotion during the war. Their special 
thanks were due to Mr. John A. Morrison, the 
General Manager, who had carried the main 
responsibility with great ability, and to the 
officials and the branch managers throughout 
the service 

The report was unanimously adopted and a 
dividend at the rate of 18 per cent. per annum 
declared. 

Sir A. Steven Bilsland, Bt., M.C., D.L., was 
re-elected Chairman of the Bank. 


BANK OF NEW YORK 


incorporated with limited liability under the National Bank Aet of the U.S.A 





Founded 1812 


Head Office : 


117 OLD BROAD STREET, E.C.2 





55 WALL Street, New York 
London Offices : 


11 WATERLOO PLACE, 5.\V.1 





STOCKHOLMS ENSKILDA 


BANK 


AKTIEBOLAG 


Established 1856 


Telegraphic Address : 
NITTON-STOCKHOLM 





Head Office: 
STOCKHOLM 16 
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HAMBROS BANK LIMITED 


THER CAPITAL ISSUE 
STATEMENT 


will notice that you are asked to attend 
extraordinary general meeting immediately 
the annual general meeting, the purpose 
ich 1s to request your authorisation tor the 
; capital by the issue of {600,000 
These will be oftere d to the 
fio shares and the *‘ A ”’ shares 
rtion of one for each /10 share and 

act \ , share 


our bani _ _ _— ST T 
the balance 00,000 RESERVE FUND 


tinuance of restrictive rols an ik put in nnection with this proposal we have 
chases of commodities betwee rOvel en decided to transfer a sufficient sum from the 
ble to inci yur é tar ( tingency Reserve Account to published 
which, together with the premium on 
‘A’ shares, will reconstitute the 
niblished Keserve Fund with an amount of 
000,000. Thereafter the paid-up capital and 
iblished reserves will . 400,000 shares of 
10 eacl 42 108. paid, 41,000,0CO ; 1,000,000 
fr each, fully paid, £1,000,000 ; 
000,000, a total of {3,000,000 
tivities of the bank is the 
ion to increase the capital 
‘+r to reserve \t the same 
onfident that the decision 
‘r has only b en arrived 
being satisfied that the 
rves are sufficient ronan é fore 


panies cal contin 
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FOR COLLECTION OF DRAFTS IN ECUADOR 
USE 


BANCO DE DESCUENTO 


ESTABLISHED 1920. P.O. BOX No. 414 
GUAYAQUIL, ECUADOR, SOUTH AMERICA 


Paid-up Capital and Surplus Sucres S 14’000,000. 


» 


Mempers Ecuaport1AN CENTRAL BaNkiING SySTEM 
t 


TRUSTEES FOR THE MUNICIPALITY OF GUAYAQUIL 
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BANCO MEXICANO, S.A. 


able address : Capital: Authorized $10,000,000.00 Lieber’s, Bentley’ s 
* Bancano.” Paid in— $ 4,000,000.00 Peterson, A.B.C 
Capital Reserves, 2,566, 155.07 5th Edition 


Av. 5 de Mayo y Motolinia Mexico, D. F. 
CITY BRANCHES 
‘ROSALES * MERCED ”’ 
Calle de Rosales 20 Av, Rep. del Salvador 156 


*SANTA MARIA "’ * BRASIL ”’ 
Sta, Ma. de la Ribera 10 Rep, del Brasil y Bolivia 


Tehuacan, Branch: Tehuacan Pue., Mex. 
We do all kinds of banking transactions in our Main Office and any of our branches 
We have a complete net of correspondents covering the entire Republic of Mexico and have connections in 
the most important Cities of the World 
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Unrivalled Banking facilities provided at over 240 
Over 240 * & nes in| Now Zealand and at Melbourne, Victoria; 
Sao, New South Wales; Suva, Fiji; Apia, Samoa. 


Branches 
Bank of New Zealand 


Inco! with Limited ny in New Fortont by Act of General 
seein Assembly, 29th July, 186 


HEAD OFFICE: WELLINGTON, (ene ZEALAND 
P. L. PORTER, General Manager. 
In addition to issuing Drafts and Letters of Credit, 
an d the Bank makes yialewegme (Ves eo negotiates and 
collects Bills of Ex 


4 vencles London Office: 1 QUEEN VICTORIA STREET, E.C.4 
IS CHCLE, O. M. SAMUEL, Manager. 


LATHER FOR 


SENSITIVE 
SKIN 


The Largest British 
Mutual Life Office 


NEW BUSINESS 1946 


SHAVING STICK x9 . Pre Page 


LOW PREMIUMS 


COMPANY GOOD BONUSES 
SHRVICKE AUSTRALIAN MUTUAL 
1863-1947 PROVIDENT SOCIETY 


Company Registration Agents (Established 1849 in Australia) 


JORDAN & SONS, 73-76 KING WILLIAM STREET, 


Limited LONDON, E.C.4 
116 Chancery Lane, W.C.2 


Australia wants British goods 


British goods are in great demand by Australians 
and New Zealanders whose relatively high pur- 
chasing power makes them valuable customers. 
For trade investment and travel information, 
consult and use Head Office, Sydney 


BANK OF NEW SOUTH WALES 


(Incorporated in New South Wales with limited liability) 
FIRST AND LARGEST COMMERCIAL BANK IN THE SOUTH-WEST PACIFIC 
LONDON OFFICES: 29 Threadneedle Street, E.C.2., and 47 Berkuley Square, W.I. 
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PHILIP HILL & PARTNERS 


LIMITED 


Drmscrors : 
SIR EDWARD M. MOUNTAIN, Barrt., Chairman 
SIR J. STANLEY HOLMES, M.P. 
HUBERT A. MEREDITH, O.B.E., Managing Director 
LOUIS NICHOLAS 
JOHN SPENCER 
BRIAN MOUNTAIN 


Issues of Capital undertaken 


for established businesses. 


KINGSBURY HOUSE, 
KING STREET, ST. JAMES’S 
LONDON, S.W.1 


Telephone - WHITEHALL 5857 (3 LINES) 
Telegrams - HILBERMARL, PICCY, LONDON 
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